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NATIONAL AFFAIRS, POLICY 


YU GUANGYUAN DISCUSSES SOCIALIST PLANNED COMMODITY ECONOMY 
Beijing JINGJIXUE ZHOUBAO in Chinese \J Aug 86 p 1 


[Article by Wang Yunqing [3769 5686 7230] and Ren Jingjing [0117 0079 2533): 
"Yu Guangyuan Recently Emphasized that Planned Commodity Economy Means Planned 
Market Economy" } 


[Text] A planned commodity economy is a planned market economy. This is the 
viewpoint stressed by the famous economist, Yu Guangyuan [0060 0342 6678], in 
a report delivered during the 11th Capital Economi> Activity Week. 


In discussing socialist commodity economy, Yu pointed out that a_ simplistic 
mode of thinking is current in the land, and that is the penchant, in economic 
research, for "labeling things," for example, sticking a "socialist" hat on 
planned economy and crowning market economy with a "capitalist" label. This 
simplistic mode of thinking often impedes our ability to make judgments in 
line with reality. On this issue, we must recognize the following distinction. 
The market economy of capitalist systems is rooted in private property, and 
even though these systems might make anticipatory plans, they cannot practice 
overall, unified planning. But socialist market economy is founded upon public 
ownership and comprehensive planning and thus differs fundamentally from 
capitalist market economy. Actually, a socialist planned commodity economy is 
a socialist planned market economy. Our understanding of this problem has 
developed in three stages. Initially, people believed that planned and market 
economies were mutually incompatible. Later it was thought that the two could 
be combined. But now we realize that socialist economy involves the planned 
development of commodity economy. The present view represents a higher 
understanding of commodity economy, that is, the question of market economy. 


What, he asked, is "planning"? In response, he claimed we should change our 
rigid notions of the past. For planning, he said, must be both subjective and 
flexible, that is, involve foresight, schemes, and advance consideration of 
the way things will develop. And, once set, plans must be revised as 
conditions change. We should not rigidly believe that market economy is 
incompatible with socialist planned economy, and we must more effectively 
Study, develop and create markets. 


He stated that current reform seeks steadily to develop and strengthen 
socialism and that by effecting socialist market economy we will strengthen 
the economy of socialism. Finally, he said that a socialist commodity economy 


does not have a fixed format; all socialist roads lead to communism. Marxism, 
he concluded, involves observing problems from historical and developmental 


points of view. 
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NATIONAL AFFAIRS, POLICY 


TANT STEP’ IN PRICE REFORM 


Ad 
- 


wATIRIT DD . , ' a 
COUNTRY TAKES IMPO! 


Hong Kong CHING-CHI TAO-PAO [ECONOMIC REPORTER] in Chinese No 45, 10 Nov 86 p 
27 


[Text ] After deregulating the prices of seven categories of industrial 
consumer goods, including black and white television sets, washing machines, 
radio/cassette recorders, refrigerators, bicycles, high-grade cotton yarn, and 
medium- and long-fiber fabrics, China recently again lifted price control on 
749 small commodities in 24 categories. This is another important step in 
price reform in Cina. 


Jver 2 months ago, several bicycle manufacturers in Shanghai and Tianjin, 
makers of such popular brands as "Fenghuang," "Yongjiu," and "Feige," took the 
lead in price adjustment by raising the prices of their brand-name bicycles 
from 170-180 yuan per unit to 230-240 yuan. The "Wanbao" brand two-door 
refrigerator, which is made in Guangdong also went up in price by over 100 
yuan. The prices of a number of commodities, for which demand largely equals 
supply, have remained unchanged, while certain brands of b/w TV sets, 
recorders, washing machines, and long- and medium-fiber fabrics for which 
supply exceeds demand, have been adjusted downward. 


The practice of eating out of the big pot has existed in China for years. 
Commodity prices were to) rigidly controlled. A good protuct did not fetch a 
good price, whereas a shoddy product might fetch a high price. The supply of 
good-quality products did not keep up with demand as prices failed to act as 
an incentive to production. On the other hand, there was a glut of poor- 
quality products because enterprises kept churning them out since prices 
failed to act as a penalty. Because of this vicious circle, commodities were 
not modernized for years, commodity production languished, and public needs 
were not met. A number of small commodities closely related to the daily life 
of the masses, for instance, were ignored because they were cheap and 
unprofitable; factories did not want to make them and stores did not want to 
stock them. In recent years various small commodities have declined in 
Output, along with a reduction in variety, and some have disappeared from the 
market, a situation the masses are rather unhappy about. 


Deregulating prices and widening price differences between commodities on 
account of quality help boost production, adjust the product mix, and 
invigorate circulation. Decentralizing to production enterprises the power to 














determine production and fix prices is clearly a wav to promote the rroduction 
of small commodities. 


The development of China's economy is bound to bring changes in people's 
demand structure, for which the product mix and industrial structure must be 
appropriately prepared if they are to adapt to the changes. Because of 
excessive price control in the past, however, commodity prices reflect neither 
product quality and design nor supply-demand changes in the market. In recent 
years, China has begun taking more flexible measures in price management, but 
it has yet to solve the problem of price differences fundamentally. Th 
prices of many brand-name, high-quality, high-grade proijucts were extremely 
low and too rigidly controlled. With demand outstripping supply, rationing was 
adopted, which gave rise to rampant speculation and the practice of trying to 
obtain something through personal connections. Now that prices are 
deregulated, the demand for upscale consumer goods is partly satisfied. Also, 
with price differences increased, some purchasing power is shifted toward 
ordinary products, which helps the development of such products. Whe: 
en verprises making high-grade products earn more profits, they can afford tc 
purchase good-quality means of production and equipment. That way advanced 
enterprises become more vitalized. 


@ 


After shifting the thrust of reform from the countryside to cities, we first 
zeroed in on price reform. But reforming the price system is an extremely 
complex task. Changing the prices of consumer goods impacts countless 
° Acting cautiously, the Chinese government takes an "incremental, 
One-step-at-a-time" approach, tackling the easy part first before dealing witt 
the more difficult. This is a pragmatic approach. Today the prices of mean: 
of production are also being deregulated gradually. For more than 3 decades, 
the Chinese masses have consistently regarded unchanged prices as "the 
superiority of socialism" and were very sensitive to price movements; prices 
could only come down, not go up. This mentality is obviously related to the 
¢ 
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System of eating out of the big pot and is difficult | eradicate indeed. 
Clearly, it will be some time before people can slowly adapt to market 
economic life through practice. But the practice of reform over the past few 
years has made more and more people realize that there is no alternative 
price reform. Without taking this step, the Chinese economy cannot enter a 
benign circle. 
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NATIONAL AFFAIRS, POLICY 


WAYS TO MANAGE STOCK ISSUE, EXCHANGE DISCT'ISSED 
Beijing JINGJI RIBAO in Chinese 11 Oct 86 p 1 


[Article by Li Yining [0632 0110 1337]: "A Discussion of the Ways to Manage 
Steck, Which Is a Means of Raising Capital") 


[Text] The Ways to Manage the Issuance of Stock 


A number of cities are currently conducting pilot tests of enterprise stock 
Systems, and the use of stock as a means to raise capital has already been 
placed on the agenda. The state should at an early date formulate relevant 
laws, recognize the legal status of stock companies, protect the issuance and 
circulation of stocks, Stipulate that property liquidation following 
enterprise bankruptcy be handled according to legal procedures s0 as to 
protect the lawful rights of investors, and stipulate that, when enterprises 
go bankrupt, stockholders must assume liability up to the amount of the total 
value of their shares. 


In managing stock, we must first define the rights of shareholders and the 
nature of stock. Stock is a certificate of right, and stockholders (i.e., 
stock owners) are empowered to elect enterprise directors and supervisors, to 
be elected to such posts, to supervise (directly or indirectly, pursuant to 
specified procedures) the performance of major company affairs, to receive 
dividend payments and to participate in bonus distribution. Nevertheless, 
stock, even tho.gh it is a certificate representing a share in the ownership 
of an enterprise, may not be retired once sold. If a stockholder does not 
assume the risk involved in enterprise operations, merely receives periodic 
dividend and bonus payments and gets his share capital back when the _ stock 
expires, that, legally speaking, would essentially be a liability relationship 
and would by no means represent true stock. 


Second, we must define the statuc of stock companies and stipulate that new 
enterprises first be approved by i.dustrial and commercial departments and 
become legally recognized economic entities before being permitted to issue 
stock. Moreover, founders of stock companies should be required to cubscribe 
to a certain amount of shares first so as to prevent fraud. We must also 
prevent such occurrences as payment of dividends or even return of share 
Capital in kind, for these practices actually amount to advances on sales and 
prevent enterprises from beccning true stock companies. 
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Because true stock generally cannot be retired, it should be transferable. 
Stock transfer represents a transfer of certificate of right, which means a 
transfer of a sare of ownership from one legal entity to another. We must 
prescribe the means by which stocks may be transferred, including the scope, 
form and legal procedure of transfer. For example, we should require that 
companies issuing stock report on their operations and publish earnings 
Statements, we should st late th 


at stock transfers involve real shares of 
stock and we should strict t trading of futures. 

We must combine various macroeconomic levers and regulatory measures, 
especialiy, macroscopic readjustment » with the use of stock. 
Once enterprises begin to issue stock in order to raise capital so as_ to 
increase reproduction, investment de ill become more dispersed. 
This means that centralized decision=t Dp iced by administrative 
agencies, which used to be China's main invest » Will be replaced by 
multilevelled, dispersed decision-making effecte y a variety of entities: 
the central government, local governments, banks, enterprises and individuals. 
Dispersed investment decision-making will provide an alternative supplement to 
limited budgetary funds and will also prevent pecple from ignoring investment 
results. However, we must also be attentive to tune effect a sudden flow  ¢° 
large amounts of funds into the stock market will have on the valance between 
fund supply and demand. Naturally, when this balance changes, banks can still 
readjust it, and there are three major measurss that they can employ: 
readjusting the mix and amounts of credit they provide, adopting 
differentiated interest rates and letting interest rates float--that is, in 
accordance with market conditions, giving interest rates more flexibility. 
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Once stock companies have develcped, we must use taxation to readjust the mix 
of industry and to make it more rational. That is, we must vary tax types and 
tax rates by sector or region, according to enterprise technological 
sophistication, by enterprise size, in accordance to whetner or not. price 
structures remain irrational, and the like. This way, we can prevent the flow 
of funds stimulated by the growth of stock companies from deviating too 
greatly from the fund targets that have been set to ensure economic 
development. 


We should also take note of the fact that, when the price system is 
irratio:.al, some enterprises will have a hard time finding buyers for the 
Stock they issue whereas other enterprises will be flooded with funds 
whenever they issue stock. In this situation, it will be hard to initiate 
competition among sectors and enterprises. Nevertheless, as enterprises are 
transformed into stock companies, we must implement price reform by 
readjusting individual prices while maintaining general price stability or by 
"advancing in small steps." Otherwise, enterprises may adopt a stop-wait-and 
see attitude, which will prevent them from developing into stock companies. At 
present, we can reform prices by readjusting individual prices, or advancing 
in small steps, and by adding other acjustment measures (such as_ the 
readjustment of taxation). In this way, we can create competition among 
enterprises within each sector, so long as we do not produce great disparity 
in profit margins and price parities between sectors. 








The Ways to Manage the Exchange of Stock 


At this stage, when we are still conducting pilot tests of the enterprise 
stock system, tne proper conditions for the establishment of stock exchanges 
do not yet exist, so we do not need to rush into such work. Stock transfers 
can be handled by specialized banks or other agencies. But once more and more 
enterprises become stock companies and more and more enterprises and residents 
own stock, the stock-exchange problem certainly will acquire greater urgency. 
Thus we must establish stock exchanges when the time is ripe, for this will 
facilitate rational flow of funds, the development of competition and the 
healthy growth of enterprises that have excellent futures. 


Some people believe that stock exchanges can exist only in capitalist 
economies. Actually, however, these economic organizations are merely a form 
we use to circulate funds; capitalism can use this form, and so can socialism. 


We know that stock represen-s certificate of investmerit share in a company. If 
Stock cannot be circulated or transferred, stock companies will find it 
difficult to raise capital. Stock markets are markets for long-term funds. If 
these funds can be made more short-term, investors will be more willing to buy 
them. When a_ socialist economy mulls the matter of wheter or not stock 
markets will help make long-term funds more short-term, that economy naturally 
must think of how to prevent stock markets from becoming dens of speculation 
and fraud. But this is a matter of how we should manage these markets and does 
not involve the question of wheth2r or not these markets should be 
established. To prevent stock prices from rising unreasonably, we must 
establish proper bases for these prices, and these bases involve interest 
rates, price levels and enterprise economic results. Whenever there is 
disparity between stock dividends and interest rates and prices rise or fall, 
enterprise economic results will be affected, so stock prices are _ bound 
fluctuate. These fluctuations do not represent fraud or speculation but rather 
are a normal product of fund-market readjustment. Ignoring market conditions 
and adopting administrative measures to effect rigid control of stock prices 
might seem to be a way to prevent stock speculation and fraud but actually 
will eliminate stock exchange and impede development of stock companies. 


Management of the exchange of stock should not be overly rigid, nor should it 
be completely laissez-faire. We should realize that so long as we issue stock 
and permit stock to be traded freely, investor expectations concerning stock 
prices, dividends and profit margins and other psychological factors will have 
some effect. The price of a stock is by no means determined by the actions of 
a single shareholder but rather by the supply and demand for that stock and by 
the effects of investor expectations concerning the price, dividend and profit 
margin of that stock. Poorly grounded investor expectation might foster 
speculative mentalities or activities and may even cause enterprises and 
people with insider information to exploit their power or knowledge to 
speculate in stocks. How, then, should we deal with this problem? I believe 
that we need not be overly alarmed, because the occurrence of some speculation 
during the transformation of enterprises into stock companies is not 
Su.:prising, is merely the price one must pay to enhance enterprise vitality 
and will not disrupt the general trend of development of the entire socialist 
commodity economy. 





We can choose any of the following measures to manage stock exchange. 


First, we should supply prompt and complete market information so as to give 
investors reliable bases for their various expectations. 


Second, we should investigate units issuing stock on stock exchanges so as to 
prevent enterprises from engaging in improper and fraudulent activities. 


Third, we should strengthen legal and notarization work in stock exchanges. 


Fourth, generally speaking, stock transfers between individuals must be 
transacted in cash, and exchange between enterprises must be handled through 
bank-account transfers. Here, therefore, banks can play their supervisory 
roles. Enterprises should not use bank loans to purchase stock issued by other 
companies but rather should employ retained after-tax profits to make such 
purchases. 


By adopting these measures, we can regularize the exchange of stock, protect 
the rights and interests of both parties to stock exchange and reduce 
speculation in stocks. 
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PROVINCIAL AFFAIRS 


GUANGDONG INDIVIDUAL COMMERCIAL OPERATIONS HINDERED 
HK170514 Hong Kong ZHONGGUO XINWEN SHE in Chinese 0633 GMT 14 Nov 86 


[Report by Wang Qiang (3769 1730): "It Is Getting More and More Difficult For 
the Individually Run Industrial and Commercial Operations in Guangdong 
Province" ] 


[Text] Guangzhou, 14 Nov (ZHONGGUO XINWEN SHE)--At present, confronted with 
problems like a serious lack of space for operations, being charged by 
multiple departments, and so on, the operations of the individual industrial 
and commercial operators in many localities in Guangdong are getting more and 
more difficult. 


In the first half of this year, nearly 1,000 people applied to start 
businesses in the urban areas in Huizhou, but so far they still cannot get 
their business licenses due to a lack of space for operations. In some large 
and medium cities like Guangzhou, Shenzhen, Shantou, and so on, because of 
repeated reorganization of the cities' appearance, transportation, and so on, 
even some licensed individual households have had to move on many occasions. 
After their stalls were pulled down, they could get neither compensation nor 
new space for operation. Some of them have had to permanently or temporarily 
stop their business. 


Moreover, having to pay charges to multiple departments and having tneir money 
indiscriminately deducted and fines arbitrarily imposed on them, the operation 
of individual commercial households is getting more and more difficult. In 
some cities, in addition to paying business taxes to the government, the 
individual households also have to pay urban construction fees, tolls, 
sanitation fees, and so on. Some neighborhood committees also charge the 
individual industrial and commercial operators with so-called duty fees and 
overtime fees. Overburdened by these charges, some individual industrial and 
commercial operators cannot earn any profits at all and have to stop business. 


The source of goods also presents a big problem for the individual industrial 
and commercial households. Many factories also check the individual house- 
holds by either giving them goods not at wholesale prices or supplying them 
with goods which they do not want. For example, they give the individual 
households a carton of marketable cigarettes together with severa] cartons of 
slow-selling cigarettes. 





From January to October of this year, individual industrial and commercial 
operators in Guangdong Province only increased to 15,500, which is only a 7.1 
percent increase over isast year, far lower than the average annual increase 
rate of 47.7 percent 5 years ago. The number of individual industrial and 
commercial households in Shenzhen, Zhuhai, Zhanjiang, Jiangmen, and other 
places decreased from between 2.4 to 8.7 percent. 
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PROVINCIAL AFFAIRS 


HEILONGJIANG VICE GOVERNOR CALLS FOR EXCEEDING QUOTA 
SK220338 Harbin Heilongjiang Provincial Service in Mandarin 1000 GMT 21 Nov 86 


[Text] The provincial government has adopted measures to solve the problem of 
preventing enterprises from overly exceeding production quotas in industrial 
production and to encourage industrial enterprises to overfulfill their 
production quotas. As the yearend is approaching, some enterprises have 
slowed down their production rate for fear that if they overly exceed this 
year's production quotas, they will be unable to overfulfill next year's 
production targets. 


Recently Vice Governor An Zhendong attended a forum of plant directors of 
large enterprises, at which he called on the participants to set their minds 
at ease. He said that this year's actual production figures will not be used 
as base figures while formulating next year's output value and profit plans. 
The base figures will be based on this year's plans, and enterprises will not 
be prevented from overly exceeding their production quotas. All localities 
are encouraged to boldly outstrip their production targets. He said: As long 
as the products are suited to market demands and the enterprises have the 
capacity to outstrip the production quotas, they may try by every possible 
means to overfulfill their production quotas to the extent of their capacity. 


At this forum of plant directors of large enterprises, Vice Governor An 
Zhendong also said: All localities should fulfill the contracts set out at 
the beginning of the year with the industrial and communications enterprises 
in line with the target responsibility system. Anyone who should be awarded 
must be, and anyone who should be punished must be also. One's pledge must be 
carried out to the letter. We should win the people's trust. By no means 
should we sign contracts with enterprises when the production and operational 
situation is difficult, and when they hate to honor the contracts when the 
situation has improved. Next year we should institute the target contract 
responsibility system among groups at each level. Enterprises are allowed to 
take the lion's share of the above-quota retention. As for medium-sized and 
smal] enterprises, particularly money-losing enterprises, next year we should 
contract them out to the collectives or individuals or lease them out in order 
to rapidly improve their operational situation. 


The guidelines of Vice Governor An Zhendong's speech have been filed and 
regarded as a document by the General Office of the provincial government. 
This document will be sent to all localities today. 
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PROVINCIAL AFFAIRS 


HEILONGJIANG MEETING ON PEASANT POVERTY CONCLUDES 
SK220404 Harbin Heilongjiang Provincial Service in Mandarin 1000 GMT 21 Nov 86 


[Text] The Heilongjiang provincial meeting to study and discuss the poverty 
situation of peasants concluded on 20 November. The meeting held that at 
present, the province has 600,000 peasant households whose average per-capita 
net income is less than 200 yuan, accounting for 16.3 percent of the 
province's total number of peasant households. Peasant families with an 
average per-capita income of 200 yuan to 300 yuan account for 20 percent. 
Most of the peasants in the province a-e still poor. Therefore, our task ci 
helping them shake off poverty remains arduous. 


The meeting pointed out: Since the 3d Plenary Session of the |lth Party 
Central Committee, our province's rural economy has witnessed rapid 
development. This year we have reaped a bumper harvest, thus enabling the 
province's average per-capita income to reach an all-time record. Some 
peasants indeed have become prosperous ahead of others. However, a 
considerable number of peasants are still poor. Our province is situated i: 
an unland cold area and the level of living expenses for food and clothing cf 
the peasants is higher than that of other provinces. Those with an average 
annual income of less than 250 yuan are in a poor situation. 


The participants unanimously held that such a line for distinguishing between 
the rich and the poor is quite correct. They held that improving the 
province's rural poverty situation represents social systems engineering. It 
is necessary to renew concepts, readjust the production set-ups, raise the 
peasants’ cultural quality, reduce their burden, strengthen the leading bodies 
of villages, and help peasants shake off poverty and become v»rosperous within 
a short period of time. 


/9599 
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PROVINCIAL AFFAIRS 


HENAN'S YANG XIZONG URGES IMPROVING COMMERCE WORK 
HK210153 Zhengzhou Henan Provincial Service in Mandarin 2300 GMT 20 Nov 86 


[Excerpts] Provincial Party Committee Secretary Yang Xizong said at the 
provincial commercial work conference which concluded on 20 November that in 
reforming the commercial setup, it is essential to change the present state of 
affairs, which is far from ideal, break through the bindings of old conven- 
tions unsuited to economic development, establish a new structure suited to 
commodity economic development, and promote the rapid development of commodity 
economy in Henan. 


Under the premise of upholding the four basic principles, we should support 
all commerce reform measures beneficial to the development of the social 
productive forces and to mobilizing all positive factors. 


Comrade Yang Xizong said: Henan has not progressed fast enough in reforming 
its commercial structure. There are problems of ideological understanding and 
also of work. The current main problems affecting the reforms are: Some 
leaders and cadres have not sufficiently emancipated their minds; the 
influence of leftist thinking ana the bindings of the mentality of small 
production mentality have not been totally eliminated; and in practical work, 
certain policies of the departments concerned have not been carried out in a 
coordinated and synchronous way. We must therefore publicize among the masses 
the far-reaching significance of reform, further emancipate our minds, 
continually enhance people's understanding of reform, and speed up the pace of 
commercial reform in the province. 


We should implement more rapidly those reform measures that have already been 
proven. Regarding those measures for which we currently lack sufficient 
experience, we should first organize pilot projects, practice them boldly, and 
gradually popularize them. We should not rush into mass action. 


Comrade Yang Xizong said that a current main factor affecting the speed of 
economic development in Henan is the constraint imposed by the circulation 
links. As far as the province as a whole is concerned, there is alsu a 
problem of handling properly the relationships between the concepts of no 
stability without agriculture, no enrichment without industry, no invigoration 
without commerce, and no rejuvenation without wealth. The ideological 
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understanding of certain comrades cannot keep up with requirements, and their 
concepts are outdated. These old ideas and concepts must be renovated. 


Comrade Yang Xizong said that in enlivening circulation, it is at present 
necessary to actively develop lateral ties; to organize simultaneous -fforts 
by state-owned, collective, and individual units and fully mobilize all 
positive factors in society to do a good job in running commerce; to actively 
develop and establish specialized markets for industrial goods and agricul- 
tural and sideline projects, and bring into full play the roles of trade 
centers, goods warehouses, commerce companies, agents, and brokers; to 
gradually bring prices into harmony so as to promote the free flow of goods; 
and to attach importance to the construction of infrastructural facilities for 
commerce. 


On grain work, Yang Xizong stressed that the institution of grain contract 
purchases is a major reform. Practice has proven that its orientation is 
correct. The contract purchases are both economic contracts and state tasks, 
and efforts must be made to fulfill them. 


Henan has suffered rather serious natural disasters this year. This has made 
this more difficult for the grain contract purchases. In accordance with the 
spirit of the provincial party committee's and government's conference on 
disaster relief work, all localities must make proper arrangements for the 
livelihood of people in the disaster areas and ensure the smooth fulfillment 
of the grain shipment plans. 


Comrade Yang Xizong said: The supply and marketing cooperatives form the main 
channel of commodity circtlation in the rural areas. They play a major role 
in promoting rural economic development, meeting the needs of the people's 
daily life, organizing exchanges between urban and rural areas, and supporting 
foreign trade and exports. The fundamental issue for the supply and marketing 
cooperatives is to strengthen their internal management. They must renovate 
their concepts and change their ideas regarding operations. 


/9599 
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PROVINCIAL AFFAIRS 


HENAN INCREASES SPENDING ON POOR REGIONS 
HK260201 Zhengzhou Henan Provincial Service in Mandarin 2300 GMT 25 Nov 86 


[Text] Henan has spent 113 million yuan on economic development in poor areas 
this year, a record sum. According to the statistics of departments con- 
cerned, at present the province has 2.98 million households with an average 
per-capita annual income below 150 yuan. These include 1.51 million house- 
holds with an average per-capita annual income below 120 yuan. This is a 
major economic and social problem that cannot be neglected. 


To speed up economic development in the poor areas, and transform their poor 
appearance, the provincial party committee and government have taken a series 
of measures, including dispatching work groups for supporting 22 poor 
counties. They have raised as much capital as possible from the relevant 
channels, invested certain sums for certain projects, and made the capital 
constantly recycling. While providing assistance in policies and technology, 
they have also mobilized the forces of society to help the economic 
development of the poor areas. 


According to incomplete statistics, 4,100 units in the province have linked up 
with 3,600 villages to provide support for them. Some 160 units in Luoyang 
City have focused on supporting 235,000 poor households. Over 80 percent of 
the townships in the old revolutionary base areas of the province have units 
supporting them. 


/9599 
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PROVINCIAL AFFAIRS 


SHAANXI CIRCULAR ON STABILIZING PRICES IN MARKETS 
HK170255 Xian Shaanxi Provincial Service in Mandarin 2300 GMT 12 Nov 86 


(Text ] The provincial government recently issued a circular, calling for 
maintaining basic price stability in markets. 


In accordance with the unified arrangements made by the State Council, the 
province has readjusted prices of and relaxed price control over some 
commodities, thus promoting economic development. /iowever, since the lifting 
of price restrictions on famous-brand bicycles and several other commodities, 
due to shortage of goods and our failure to properly carry out propaganda 
work, there were rumors about a price hike in Xian, Xianyang, and Shangluo and 
people rushed to buy edible oil, salt, jewelry, and other industrial products. 
Meanwhile, the decrease in the output of autumn grain and vegetables in some 
areas of the province has resulted in a large increase in the price of grain 
which is sold at a negotiated price, in shortage of winter vegetables, and in 
an increase in purchasing and selling prices of pigs. All these are important 
factors affecting current price stability in markets. 


In view of this, the provincial government issued a circular, calling for 
ensuring basic price stability in the province's markets in the 4th quarter. 


The circular stresses that efforts should be made to promptly take effective 
measures in the areas of securing supply of commodities, enlivening circula- 
tion of commodities curbing prices in markets, and strengthening management of 
markets to remove unstable factors affecting prices in markets. The 
provincial government decided that except for one or two items approved by the 
State Council and the provincial government, the prices of all commodities 
under the management of the relevant provincial departments and prefectural 
and county authorities will not be increased before the end of this year. In 
this winter and next spring, the retail price of pork should basically be 
maintained stable at a level set by the state. The prices of grain and oil 
which are sold at negotiated prices must be under control to a certain extent. 
State-run commerce must bring into full play its role as the main channel and 
do a good job in purchasing, delivering, storing, and suvplying main non- 
staple food, such as meat, poultry, egg, and vegetable. 


The circular points out in conclusion that efforts should be made to seriously 
supervise and examine prices of commodities. The stress of the price 
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examination should be laid on the prices of consumer goods and the means of 
production and on various service charges that the masses are most concerned 
about. It is necessary to resolutely curb the malpractice of some 
departments, enterprises, and individuals arbitrarily increasing prices and 
collecting ‘ees. 
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PROVINCIAL AFFAIRS 


SICHUAN CIRCULAR JN MARKET SUPPLY, PRICE STABILITY 
HK281054 Chengdu Sichuan rrovincial Service in Mandarin 2300 GMT 26 Nov 86 


[Text] The provincial people's government has recently issued a circular 
demanding that all places do a good job in market supply and maintain basic 
commodity price stability. 


The circular points out: Since the beginning of this year, production in our 
province has continuously developed, the economy steadily increased, market 
materials been plentiful, supply been ample, and commodity prices been 
basically stable. Although commodity prices are basically stable, the masses 
in a small number of places have rushed to purchase commodities, including 
Sugar, so that the market supply has become unstable. 


The circular of the provincial government stresses: Regarding commodities, 
including grain, oil, salt, sugar, pork, and vegetables, the grain and 
commercial departments must vigorously organize material resources to 
guarantee supply. “hey must strengthen guidance over commodity prices whose 
control has now been relaxed, to maintain basic stability. 


The circular also demands: All places must conduct a penetrating and large- 
scale inspection of the commodity prices, enforce commodity price discipline 
and law, and place the commodity price inspection and supervision measures on 
a sound basis. They must resolutely investigate and deal with the practice of 
raising prices without authority or in disguise. 
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YUNNAN RIBAO URGES UPGRADING ENTERPRISES 
HK251037 Kunming Yunnan Provincial Service in Mandarin 2300 GMT 24 Nov 86 


[Station commentary: "Overcome the Idea of Biding One's Time, Grasp the Work 
of Upgrading Enterprises" | 


[Text] The resolution of the State Council on strengthening managemeni of 
industrial enterprises demands that all industrial enterprises improve 
management, have themselves graded, and upgrade their own quality in an all- 
round way. This is an important step to improve enterprise management and 
will have a great impact on the fulfillment of the /th 5-Year Plan. 


The province is backward in technology and in management in particular. The 
quality of products of quite a few enterprises is inferior. These enterprises 
were slow in replacing old products with new ones, consumed many materials, 
and achieved poor economic results. The output value of budgetary industrial 
enterprises in the province from January to October this year increased by 4.8 
percent over the same period last year, but the profit achieved increased by 
only 1.4 percent. The total cost of comparable products increased by 8.2 
percent, but the loss amount of loss-suffering enterprises increased by 20.4 
percent. The increase rate of the stability of products is lower than the 
national average. Nearly half of the products under the state's spot check 
was substandard. The decrease rate of the stability of raw materials and fuel 
dropped by 10 percent over last year. The products of most enterprises were 
less competitive in domestic and international markets. 


In face of the fierce competitions in domestic and international markets, if 
our enterprises fail to upgrade the quality of their products, fail to cut 
down consumption, and have poor economic results, they will find it difficult 
to survive and develop. Therefore, improving enterprise management and 
grading enterprises is all the more necessary to our province which is 
economically backward. 


On the whole, the work of improving enterprise management and grading 
enterprises is developing slowly and unevenly in the province. There now 
exists the idea of biding one's time at both high and low levels. People are 
used to the idea of taking action after the higher authorities set the 
standards for the upgrading and the idea of taking action after the leading 











Organs make arrangements. This idea is seriously detrimental to the 
upgrading enterprises in the province. 


Setting standards for assessment and formulating plans for upgrading 
enterprises is a very complicated work whicn requires a process. We 
never bide our time and lose opportunities. Because the key lies in 
enterprise itself whichever level it may be graded. If you want to 

iron, you must be tough yourself. Provided that we start with basic 


management work, upgrade the quality of our products, cut down consumption, 
and greatly improve economic results, becoming an upgraded enterprise 
a question of conducting assessment and inspection. Therefure, we must 
our consciousness, strengthen our sense of urgency, fulfill the demands 


WOrK 


must 
an 


work wit! 


is 


the decision of the State Council on upgrading enterprises, proceed from 


enterprises’ reality, grasp key problems and weak links, and start the 


grading enterprises as soon as possible. 
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FOREIGN TRADE, INVESTMENT 


FIRST WHOLLY CHINESE-OWNED COMPANY OPENS IN U.S. 
Beijing JINGJI RIBAO in Chinese 17 Oct 86 p 1 


[Article by He Ming [0735 6900]: "New Jersey Paper Mill Now a Chinese 
Company" ] 


[Text] The first wholly Chinese-owned enterprise in the U.S., Changan Morris 
Paper Mill in Paterson, New Jersey, was recently opened at a ribbon-cutting 
ceremony. 


Morris Paper Mill was originally a U.S. company that went bankrupt in 1984 
because its owner drained excessive funds from it. China Packaging Corporation 
bought it for $1.66 million on 6 October last year and ownership of the 
company was formally transferred to China's Changan Company last January. 
From January through May, workers were despatched to inspect and repair the 
equipment and carry out technical transformation. Trial production took place 
between May and June. 


Morris Paper Mill employs a total of 73 people, including 9 managerial 
staffers. Apart from the director, deputy director, and chief engineer, who 
are Chinese, all other managerial personnel and workers are local employees. 
Currently the mill's major products are paperboard, cardboard, regular 
paperboard, filter paper, and double-sided paperboard. The factory's daily 
production capacity is 110 tons, with a planned daily output of 100 tons. Its 
products will be sold locally and will also be shipped for sale in the Middle 
East, Southeast Asia, and China to satisfy part of the nation's urgent need 
for cardboard. 


Morris Paper Mill is expected to be a functional, highly competitive, and 
fairly modern packaging paperboard plant after further technical 
transformation. 
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FOREIGN TRADE, INVESTMENT 


U.S. ACCOUNTS FOR LARGEST SHARE OF FOREIGN CAPITAL IN SHANGHAI 
Shanghai WEN HUI BAO in Chinese 18 Nov 86 p 1 


[Text} Data provided by the municipal Foreign Economic Relations and Trade 
Commission shows that U.S. capital now accounts for the largest share of 
direct investments in Shanghai, having surpassed that from the Hong Kong 
region. In late October, U.S. investments made up 36 percent of all foreign 
and Hong Kong investments in Shanghai. Hong Kong investments were the second 
largest, at 34 percent, and Japanese investments came third, at 14.78 percent. 


In 1981 and 1982, Shanghai approved a total of 12 joint and cooperative 
ventures with foreign and Hong Kong ousinessmen. Of these, eight were 
Chinese-Hong Kong ventures and only three involved U.S. capital. Since 1984, 
both Hong Kong and U.S. investments have grown substantially, with their gap 
narrowing. Although foreign investments slowed this year, U.S. investments 
Still amounted to $150 million and surpassed Hong Kong investments. 


An analysis of U.S. and Hong Kong investments in Shanghai shows that each has 
its own characteristics and advantages. The number of U.S. projects in 
Shanghai is not large, but they are highly capitalized on the average. In 
late October this year, investments in U.S. projects averaged about $15 
million each, more than double that for other foreign projects in the 
municipality. There is a substantial number of Hong Kong projects in 
Shanghai, but the average amount of investments, $4.3 million as of late 
October, is small and lower than the average for foreign projects. Most Hong 
Kong projects are quite profitable. Of the first batch of 43 foreign export 
enterprises recognized by Shanghai, 25 are Hong Kong projects. And of the 
first batch of 26 recognized technically advanced projects, U.S. investors 
came out ahead, with 9 projects. 
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FOREIGN TRADE, INVESTMENT 


COUNTRY'S EXPORT COMMODITY STRATEGY EXAMINED 
Beijing SHIJIE JINGJI [WORLD ECONOMY] in Chinese 10 Sep 86 pp 16-19 


[Article by Han Shilong [7281 0013 7127], Department of Foreign Trade, Sichuan 
University: "International Market Commodity Structure Trends and China's 
Export Commodity Strategy"] 


[Excerpts] Since the start of the 1980's, the wave of the new technological 
revolution has swept over the world. I has lashed and impacted every aspect 
of the world economy and international trade, forcing developed and developing 
countries alike to face a grim challenge. The world industrial structure, 
employment structure, enterprise management systems, enterprise organization, 
the international division of labor, international trade, commodity prices on 
the world market, worldwide economic cycles, world economic and trade centers, 
and the standard of living of the international working class have all been 
profoundly marked by the world's new technological revolution. 


As China sets its commodity strategy, it must adapt it to the demands of the 
present international arket, focusing on the future development of the world 
commodity structure; it must also conform to China's national situation and be 
based on the reality of China's foreign trade. For more than 30 years, the 
structure of China’s export commodities has been undergoing substantial changes, 
but the gap between it and the economically developed and newly industrialized 
countries is still huge and is far from being suited to the demands of the 
present international market and future trends. This is primarily manifested 

in the following: 


1. Although industrial manufactured goods now account for one-half of her total 
exports, this still does not come up to average world levels; compared with the 
economically developed and newly industrialized countries, it seems even more 
hopelessly behind. For example, in 1983 worldwide industrial manufactured goods 
already accounted for 58.4 percent of total world exports, whereas China's 
accounted for only 53.8 percent of hers. In developed countries like Great 
Britain and France, industrial manufactured goods have surpassed /0 percent, 

and in Japan and the FRG they amount to 90 percent. U.S. agriculture and 
industry are quite developed, with heavy exports of agricultural products, yet 
the proportion of industrial manufactured goods accounts for nearly 70 percent. 
As for exports of industrial manufactured goods from newly industrialized 
countries and regions, they account for between approximately 37 percent and 

90 percent of the totals. 
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2. Since the 1960's and 1970's, readjustments and changes in the structure of 
China's export commodities have been very slow. In the 1980's, exports of 

ind strial manufactured goods have basically remained unchanged. In 1965, for 
example, the proporiton of industrial manufactured goods in China's total ex- 
ports had reached 48.8 percent; from 1970 to 1980 the p oportion of these goods 
actually declined. The proportion began to rise slightly in the 1980's, but 
the increase is slow, and for years the proportion has remained at half the 
original levels. 


3. In terms of internal structure, the vast majority of China's exported 
industrial manufactured goods are labor- and resource-intensive. For example, 
in recent years the first 10 goods exported by China by amount of exchange 
generated are crude oil, product oil, clothing, cotton, grain, canned goods, 
drawnwork, silks and satins, dried fruits, and cotton textiles, all of which 
are labor- and resource-intensive. Exports of technology- and knowledge- 
intensive products have been low in value and small in proportion. For example, 
in 1982 China's exports of electromechanical products were only 3 percent of 
her total export trade, and 2 percent of worldwide exports of electromechanical 
goods. This year, worldwide exports of electromechanical goods reached $6!5 
bil'ion, accounting for about ie-third of world export trade; exports of these 
products by other countries and regions as a percentage of that country or 
region's total exports are, for Japan, 66 percent; for the FRG, 46.6 percent; 
for the United States, 42.1 percent; for Singapore, 28.6 percent; for South 
Korea, 22.2 percent; and for Taiwan, China, 25.6 percent. 


4. Among technology- and knowledge-intensive products are many high-technology 
products such as self-controlled machine tools, highly sophisticaced electronic 
equipment, computers and their software, etc., of which China exports either 
only small quantities or none at all. For example, at present China's exports 
of electronic goods account for only 2 percent of total world sales of micro- 
electronics. Among metal-cutting machine tools produced in China, ordinary 
machine tools account for more than 95 percent, whereas high-precision and 
numerically-controlled machine tools account for only 1 percent and 0.3 percent, 
resepctively. Not only can more of these products not be exported at present, 
but imports must be increased. 


5. If the principal products exported by China are compared with those of the 
developed countries, the amount of foreign exchange they generate is consistently 
low. During the Sixth 5-Year Plan, there were only two "hot-selling" Chinese 
commodities whose exports totaled over $1 billion: crude oil and finished oil. 
Light industrial goods and textiles, accounting for approximately one-fifth 

of total exports, amounted to $6,445,000,000 in 1982; ores and fuels amounted 

to $5.353,000,000. That same year, Japan generated $24,559,000,000 with exports 
of automobiles alone, which is 12 percent more than the $21,819,000,000 China 
generated with all its exports that same year. This reflects the fact that 
China's export commodity structure is dominated by labor- and resource-intensive 
primary and semifinished products. 


6. The agricultural, sideline, and native products that account for so much 
of China's exports are mostly primary proc'cts with a low level of processing. 
For example, among exports of hides and leati.ers and items made from them, raw 
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hides account for more than 70 percent. Goatskins are virtually all exported 
as raw hides; other items such as cashmere and tobacco are mostly exported as 
raw materials. China's exports of industrial foodstuffs account for slightly 
more than 1 percent of the world's processed foods. Because some food exports 
do not meet health standards and are poorly packaged, they are not competitive 
on the international market. The quality of China's dried mushrooms, for example, 
is about the same as Japan's; Japan packs them in plastic and sells them for up 
to 20,000 yuan a ton, whereas China packs them in gunnysacks and sells them for 
less than 10,000 yuan, falling far behind Japan in both price and sales. Pro- 
cessing technology for agricultural, sideline, and native products is very 
backward; China's beer bottling equipment, for example, fills only 6,000 to 
10,000 bottles an hour, whereas West German equipment can fill 40,000 to 50,000 
bottles ordinarily and can reach a maximum of 100,000 bottles. 


7. Because of low quality, poor variety, and outmoded designs, China's exports 
of light industrial goods, textiles, and silk clothing are sold at low prices 
on the market. Thus, although the volume of China's light industrial and 
textile exports is first in the world, these exports are 10th in the world in 
terms of money involved. The ever-increasing protectionism on the international 
market has placed severe restrictions on textile quotas. It will now be ex- 
tremely difficult to increase exports solely on the basis of volume. 


8. China's technical trade is still less than 1 percent of worldwide technical 
trade. Not only is there very little export technology, but the structure of 
those projects brought in is not very sensible. From 1950 to 1979, projects 
brought in by China amounted to $15.5 billion. Some $13.5 billion of this, or 
93 percent of all foreign exchange used, was used to bring in whole sets of 
equipment; less than $200 million was used to purchase licensed technology. 
Although there has been some change in the 1980's, the proportion of advanced 
technology is still very small. Since the Shenzhen SEZ was established, more 
than 2,000 projects have been brought in, 80 percent of which involve the pro- 
cessing of labor-intensive materials and less than 1] percent of which are 
technology-intensive advanced projects. This makes it difficult to promote the 
technological reorganization of industrial enterprises and thus accelerate 
change in China's export commodity structure. 


9. Because China's foreign trade departments do not have up-to-date information 
on the international market, their reports on foreign consumer demand and 
commodity prices are late, so that it is impossible to make timely adjustments 
and changes in the type, specifications or models of exported goods. In 
addition, the fact that parts cannot be supplied on time, advertising is back- 
ward, and goods cannot be delivered on time affects and weakens the competitive- 
ness of our export commodities. 


The circumstances described above illustrate that China's export commodities 
are relatively backward, both in terms of overall structure and of the internal 
structure of each commodity, and are far from meeting the requirements of the 
present international market and future trends. If exports are to be expanded, 
we must undertake a vigorous structural reform and readjustment. Naturally, 
reform of the export commodity structure is not something that will produce 
immediate results; it will change with technological progress, development of 


24 





society's productive forces and the various sectors of the economy, and adjust- 
ments in industrial structure. But if an export strategy suited to international 
market demand and conforming to China's situation can be quickly set, and a 
complete set of correct policies and measure taken and vigorously implemented, 
this will create the necessary conditions for greatly increasing the foreign 
exchange generated by exports and promoting the socialist modernization of 

China. 


In the light of this comparative analysis of international and Chinese export 
commodity structure, the author believes that China's export commodity strategy 
should be motivated by the new technological revolution and should make break- 
throughs in introducing foreign advanced technology; while strengthening the 
production of traditionally advantageous export commodities, carrying out 
technological reorganization, improving management and economic returns, pro- 
moting higher quality in export commodities, every effort should be made to 
cultivate and develop new products that are competitive in the international 
market, in particular electromechanical and high-technology products. Two 
changes should be made in China's export commodity structure as quickly as 
possible: a change from primary to finished products, and a change from semi- 
processed to processed products. The central mission of this strategy is to 
concentrate as much as possible superior human, material, and financial re- 
sources, make use of various economic levers, and adopt measures of support and 
reward, so as to successively cultivate a number of high-quality "hot-selling" 
products that will hold their own, make breakthroughs, be competitive and 
generate foreign exchange in the international market. In this way, China's 
export trade will be able to soar in Asia and the Pacific and throughout the 
wor!d. 


13322/8918 
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FOREIGN TRADE, INVESTMENT 


INCREASED LIGHT INDUSTRIAL, TEXTILE EXPORTS URGED 
Shanghai WEN HUI BAO in Chinese 23 Nov 86 p 1 


[Text ] The CCP Central Committee takes the export of light industrial and 
textile products very seriously and Shanghai, with its great potential, 
formidable technology, and skilled personnel in this area, should shoulder 
more of the burden. This was pointed out by Hao Jianxiu [6787 1696 4423], a 
secretary of the secretariat of the CCP, when she was in Shanghai recently to 
do some studies. 


At a seminar with labor models from Shanghai's textile industry, Hao Jianxiu 
warmly asked about everybody's working and living conditions. Meeting with 
the directors of a number of large-scale enterprises, she asked them 
humorously, "Now that the factory director responsibility system has _ been 
implemented giving you autonomy, have you got hold of autonomy? Has it been 
put to good use?" Factory directors in attendance spoke out freely without 
any inhibitions, reporting the conditions in their own factories and the weal 
and woe in their work, and putting forward suggestions on current economic 
work. 


Listening to work reports from the Shanghai Municipal CCP Committee and the 
municipal government, Hao Jianxiu pointed out that Shanghai must further 
exploit its advantages and make export expansion a priority. It must redouble 
its efforts in technical transformation and technical progress to achieve high 
quality and good results. It must speed up the restructuring of the 
industrial and trade system, taking into account comprehensive results. It 
must strengthen the contingent of workers, show concern for employees' 
livelihood, and genuinely achieve the principle, to each according to his 
work. 


While in Shanghai, Hao Jianxiu also watched the show "Party Life" on Shanghai 
television. She warmly praised the use of TV as a medium for party 
educational activities. 
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FUJIAN COMPANIES TO AID FOREIGN INVESTORS 
Fuzhou FUJIAN RIBAO in Chinese 12 Nov 86 p 1 


[Text ] To further improve the investment climate for foreigners, the 
provincial people's government recently approved the establishment of the 
Fujian Foreign Enterprise Service Company and Foreign Enterprise Material 
Supply and Marketing Company. They are non-for-profit companies whose main 
mission is to provide services by offering information, consulting, and 
material supply to foreign investors who are in Fujian to discuss trade or 
investment in order to make their work and living more convenient. Their 
business and services would consist mainly of the following: 


-- on behalf of foreigners and foreign enterprises, help handle the 
formalities relating to the establishment of foreign-owned enterprises, joint 
ventures, cooperative ventures, permanent representative organizations, and 
maintenance, repair, and service points. 


-- help organize various activities on behalf of foreign investors, such as 
trade talks, goods ordering meetings, seminars, receptions, and exhibitions. 


-- recruit employees, workers, and other professional staff on behalf of 
foreign investors and enterprises financed by "foreign capital, overseas 
Chinese capital, and Hong Kong and Macao capital." 


-- handle the customs reporting and domestic and overseas transport of imports 
and exports required by foreign investors for their own use or production. 


-- import raw materials, parts and components of which there is a shortage in 
China on behalf of enterprises financed by foreign, overseas Chinese, Hong 
Kong or Macao capital. 


-- provide foreign enterprises with all kinds of information and _ consulting 
services, act as a middleman, and unclog domestic sales channels. 


Preparations are now under way for the establishment of the two companies. 
Some projects have already begun. The companies will formaily open for 
business in mid-December. 
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HAINAN SHIPPING BAN ON IMPORTED CARS LIFTED 
HK280705 Beijing ZHONGGUO XINWEN SHE in Chinese 1432 GMT 26 Nov 86 


[Report: "The Work of Handling Cars involved in 'Hainan's Case of the 
Imported Cars’ Has Been Basically Completed"] 


[Text] Guangzhou, 25 Nov (ZHONGGUO XINWEN SHE)--It has been learned that the 
ban on shipping imported cars out of Hainan Island has been lifted. The work 
of handling the more than 7,000 cars involved in "Hainan's case of the 
imported cars" has now been basically completed. Of the 5,000 cars still in 
Guangdong, 90 percent were sold at an imported car exhibition held in 
Guangzhou on 24 November. 


Between 1984 and March of 1985, the Hainan regional government approved the 
import of approximately 89,000 cars. Of the 79,000 cars which were actually 
delivered to the island, some were retained by the island for its own use. 
The rest (about 60,000 cars) were bought by the Zhongnan Automobile Trading 
Co. under the State Bureau of Materials and Equipment, which resold them to 
various provinces and cities. After buying these cars, the provinces and 
cities concerned kept them for their own use, or resold them. Units in 
Guangdong Province alone bought about 6,000 cars. 


According to regulations specially worked out by the Guangdong Provincial 
Bureau of Materials and Goods, cars that can be shipped off the island fall 
under the following four categories: 1) Those imported by units outside the 
island through joint operation with units in the Hainan Administrative Region 
which still remain on the island. 2) Those bought by units outside Hainan 
which have not yet been shipped off the island. 3) Those imported by units 
outside the island which used to provide taxi service in cooperation with 
units in Hainan until the service was suspended due to difficulties in 
management. 4) Those imported by units outside the island during the period 
when they were making investments and building factories, or when they were 
involved in joint-venture projects with units concerned on the island to build 
factories. Since the projects have been completed, they are applying to ship 
the cars off of the island. Cars falling under any category mentioned above 
may be shipped off the island after the units concerned go through formalities. 
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HEILONGJIANG STRENGTHENS ECONOMIC TIES WITH EASTERN EUROPE 
Beijing GUOJI SHANGBAO in Chinese 24 Nov 86 p 1 


[Text ] Heilongjiang Province, situated in China's northeast frontier, is 
actively strengthening economic and technical cooperation with various 
countries in Eastern Europe. Since the beginning of the year, it has signed 
agreements for eight cooperation and exchange projects with Rumania and 
Yugoslavia, all scheduled to be implemented by year end. Agreements will 
shortly be signed for seven other cooperation projects with five nations, 
including Poland and Czechoslovakia. 


China's policy of opening to the outside world has promoted economic 
cooperative relations between Heilongjiang and Eastern Europe. In 1981, the 
province sent its first delegation to Yugoslavia and the two parties signed a 
protocol. Later, it concluded 18 contracts worth $12.81 million in all with 
12 companies in Rumania and Yugoslavia dealing with beverages, furniture, home 
electric appliances, and construction materials. In 1984, Heilongjiang sent 
delegations to Poland, Czechoslovakia, the Democratic Republic of Geimany, 
Hungary, and Bulgaria, and concluded a total of 16 cooperation projects in 
technical transformation. 


Heilongjiang enters into economic and technical cooperation with Eastern 
Europe primarily to import advanced foreign technology and equipment in order 
to technically transform obsolete enterprises in the province, improve product 
quality, and add new varieties of products so that enterprises can improve 
their economic results. 


Reportedly Heilongjiang will take even more imaginative methods to further 
economic and technical cooperation with countries in Eastern Europe in the 
future. There will be more cooperation in the manufacture of new products, 
the exchange of whole sets of equipment, the transfer of patents, compensation 
trade, and joint ventures, etc. 


12581 
CSO: 4006/177 


29 

















FOREIGN TRADE, INVESTMENT 


EFFORTS TO CURB MACHINERY IMPORT DUPLICATION 
Beijing RENMIN RIBAO in Chinese 24 Nov 86 p 2 


[Article by Wang Qixing [3769 0796 2502] and Li Xiaolin [2621 1420 2651]: "How 
Two Dalian Enterprises Avoided Import Duplication" ] 


(Text ] Just about everybody agrees that import duplication is one of the 
Major weaknesses in China's technology import today. However, all we have 
been doing in recent years is to shout "Stop!" without actually doing anything 
to stop it. Lately, though, two Dalian enterprises have flashed the "red 
light" at import duplication. They are the Dalian Port Affairs Bureau and 
Dalian Hoisting Machinery Plant. 


A Difficult Choice 


To solve the problem of insufficient loading capacity at Dalian's container 
berths, the government early this year authorized Dalian to import some 
hoisting equipment, for which it had allocated $3.8 million. After word got 
out, 11 well-known companies from the U.S., Federal Republic of Germany, 
Finland, and Japan flocked to China. Foreign exchange in hand, Director Wang 
Diandong [3769 3013 2767] and chief engineer Pu Lisheng [3184 0632 3932] had 
to do some hard thinking. They were faced with two alternatives: one, simply 
buy the equipment overseas, an easy, familiar course of action that would save 
them a good deal of work; and two, combine technology with trade by purchasing 
the essential equipment as well as technology and disseminating the software 
among domestic producers. This would bring closer the day when China can 
produce the hardware on its own, but also carries considerable risks. 


The Dalian Port Affairs Bureau chose the latter. Following detailed thorough 
feasibility studies, it approached Dalian Hoisting Machinery Plant with the 
proposal to combine technology with trade. Under this proposal, software 
would be imported for the plant to facilitate technical transformation even as 
some equipment was purchased from abroad. 


This strategic decision was exactly what the Dalian Hoisting Machinery Plant 
wanted. It is a leading, high-powered enterprise in China's crane 
manufacturing industry. The spectacle of foreigners jockeying for position in 
the China market was not calculated to please Li Mingehang [2621 2494 7022], 
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the plant director. With his many years of experience, he believed that China 
is entirely capable of producing modern hoisting equipment provided the 
essential technology and parts are secured overseas. He was only too glad 
that the Dalian Port Affairs Bureau offered him this opportunity. 


The shore was all calm and serene in early spring. But competition had never 
been more ferocious in the building housing the Port Affairs Bureau. As 
equipment suppler for the port, the Dalian plant was locked in a cut-throat 
Struggle with 11 foreign firms, negotiating and quoting prices endlessly. One 
foreign company slashed prices time and again without blinking an eye, but 
refused to budge when it came to technology transfer. Faced with this tough 
Situation, the plant was determined to fight to the finish. In the end, it 
was awarded the project by offering lower prices than that company's and 
cooperating with Paixike Company of the U.S., which was willing to supply the 
essential technology and parts. 


Breaking Through the Blockade 


Horizontal linkages between users and producers, integration between trade and 
technology, and technology import work to the clear advantage of both parties. 
After it won the bid, Dalian Hoisting Machinery Plant obtained the design and 
manufacturing technology of containerized cranes, which was almost all of a 
high standurd. Meanwhile, the Port Affairs Bureau was able to buy an extra 
most expensive container loading bridge with the foreign exchange thus saved. 


But why did not good things like this, "hard to find even with a _ lighted 
lantern," occur more often in the past? The crux of the problem was 
fragmentation and a management system that stressed departmental 
proprietorship, resulting in an invisible blockade between departments and 
enterprises. What is remarkable about the leaders of the two Dalian 
enterprises was their courage to transcend "self-interests" and, fired by a 
strong sense of reform, strike at the blockade of the old system. 


Early in the year, when Dalian approached Dalian Hoisting Machinery Plant on 
its own initiative, Li Mingchang's pleasure was tempered by some misgivings: 
the plant did not have the foreign exchange to pay the "software fee." 
Accordingly Pu Lisheng, the chief engineer, proposed that the bureau give the 
plant $400,000 to pay the "software fee." Some people in the bureau did not 
agree. Wasn't this the same as benefiting others without benefiting oneself? 
Director Wang Diandong, however, was strongly supportive of Pu Lisheng. In 
the meantime, Li Mingchang's office was overflowing with people trying to kill 
the idea. Some contended that since the plant's two award-winning products 
were its "money trees" with an industry-wide reputation, to neglect them and 
"fool around with" containers was to "ask for trouble." In Li Mingchang's 
Opinion, however, the construction of China's four major ports--Tianjin, 
Shanghai, Guangzhou, and Dalian--in the Seventh 5-Year Plan would require at 
least over 100 pieces of hoisting equipment. Once the Dalian plant imports 
technology and starts turning out Chinese-made equipment, import duplication 
can be avoided in the future, saving the government hundreds of thousands of 
yuan in foreign exchange. This is no different than laying a "golden egg" for 
the country. 
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Thinking and Searching 


By rising above "“self-interests," Dalian Port Affairs Bureau and Dalian 
Hoisting Machinery Plant turned on the "red light" for import duplication. 
Meanwhile, however, another unit in the same region gave the "green light" for 
import duplication. Cooperating with foreigners, Dalian Heavy Machinery Plant 
has been producing heavy-duty coal transporting equipment over the past few 
years for such key national projects as Qinhuangdao and Shijiusuogang. Yet a 
major project that went under way recently in Dalian ordered similar equipment 
overseas. The strange thing is that when the foreign company offered to enter 
into cooperative production with Dalian Heavy Machinerv. it was turned down by 
the buyer. The result is that we failed to obtain a piece of technology that 
could have been obtained and earn the over $2 million that could have been 
earned. 


How to unite divided forces? Everybody in Dalian, from top to bottom, has 
been thinking and searching. The Japanese government adopted an effective 
method that has kept the ratio between imported technology and imported 
equipment at 9:1. And in no time Japan overtook the U.S. and Europe. Can we 
apply suitable administrative and economic tools to mobilize enterprises' 


enthusiasm for importing technology while holding in check their blind import 
duplication? 


When all is said and done, however, these are mere tools. It is institutions 
where national and enterprise interests, where long-term and immediate 
interests, meet. As someone has commented, "The two Dalian enterprises have 
flashed the ‘red light' not only at import duplication, but also at a 
fragmented economic system." 
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FOREIGN TRADE, INVESTMENT 


WAYS TO BALANCE FOREIGN EXCHANGE, SUPPLY-DEMAND DISCUSSED 


Changchun SHEHUI KEXUE ZHANXIAN [SOCIAL SCIENCE FRONT] in Chinese No 3, 1986 
pp 35-42 


(Article by Li Yining [0632 0110 1337]: "A Discussion of the Relationship 
Between Balance in Foreign Exchange Expenditures and Receipts and in Aggregate 
Social Supply and Demand" ] 


[Text] I. The Contradiction Involved in Attempts To Balance Supply and Demand 
and Foreign-Exchange Receipts and Expenditure 


In a decontrolled economic system, net exports, net fund inflows, net 
remittances from overseas Chinese and net expenditures by visitors to our 
country can be included in aggregate social demand. If these elements are 
positive in value, aggregate demand will increase. Let as examine the matter 
from the perspective of income flows. If domestic demand and supply are in 
balance, if there are positive values for net exports, net fund inflows, net 
overseas Chinese remittances and net expenditures by visitors to our country 
and if domestic supply does not increase correspondingly, demand for consumer 
goods and for the means of production will increase, and t.ius aggregate social 
demand is bound to exceed aggregate supply. 


Suppose that, in a given nation's economy, aggregate demand is greater’ than 
aggregate supply and that that country spends more foreign exchange than it 
earns. ‘ such a case, the government of that country would confront two tasks 
in it sconomic work--restraining demand so as to keep it in balance with 
supply, and increasing foreign-exchange earnings so to maintain balance 
between foreign-exchange expenditure and receipts. These tasks, however, 
conflict with each other. To balance foreign exchange earnings and 
expenditures, we must increase net exports, fund inflows, overseas Chinese 
remittances or expenditures by visitors to our country (for example, by 
increasing the number of foreign tourists and their average expenditures in 
China). But no matter which of these we increase, total demand will rise as a 
result, and this rise conflicts with our other desideratun, namely, 
restraining aggregate social demand. The same is also true vice versa: To 
restrain aggregate demand, we must limit domestic demand for consumer goods 
and the means of production, yet we cannot restrict exports or any demand that 
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is expressed through funds inflows, overseas Chinese remittances or 
expenditures by visitors to our country because such limitations would 
intensify foreign-exchange imbalance. 


How can we resolve the conflict between the need to balance foreign-exchange 
receipts and expenditures and to balance supply and demand? 


To answer this question, let me start by examining the issue from three 
different angles. 


A. The Focus of Government Adjustment Efforts 


Government efforts to adjust the above imbalances will be effective only when 
the focus of these efforts is selected according to objective political and 
economic conditions and the relatively severity of the imbalances. When both 
foreign exchange and supply-demand are unbalanced, one must determine which 
problem is more serious. For example, if the imbalance between supply and 
demand is more serious than that between foreign-exchange receipts and 
expenditures, then restraining demand should be our priority. Conversely, if 
foreign-exchange imbalance is more serious, then we should make that problem 
our priority. 


B. The Effective Range of Government Adjustment Efforts 


When one takes into account the effective range or potential effectiveness of 
government adjustment efforts, it is apparent that it is easier to restrain 
demand than it is to increase foreign-exchange earnings. Obviously, the former 
is confined to the domestic economy, whereas the latter involves’ the 
international economic environment. In general, the government stands a 
greater chance of accomplishing at least something if it decides to limit 
demand, even if that approach might not do much to bring supply and demand 
into alignment or even if the approach might prove harmful to the domestic 
economy in the future. Increasing foreign-exchange earnings, however, is much 
more complicated, because many external factors (such as competition on 
international markets, policies that other countries might adopt to restrict 
imports, the amount of foreign reserves other countries possess, trends in the 
supply and flow of international funds, varying rates of return on investment 
in different countries and the like) are interrelated with this issue, which 
therefore cannot be controlled by a single country. This means that’ the 
unilateral measures the government of that country might adopt to increase 
exports may not necessarily be effective or that, if that government provides 
preferential treatment in order to attract outside investment, the inflow of 
funds may not be as great as expected. Thus if the government is confronted 
with imbalances both in foreign exchange and between supply and demand and if 
the government needs to resolve one of these problems first, the latter will 
prove easier, the former a little tougher. 


C. Economic Self-Balancing Capability 
There is a certain amount of difference in the "self-balancing capabilities" 


of supply and demand and of foreign e--hange. With the respect to the latter, 
if we ignore existing reserves and assume no change ir. exchange rates, natural 
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constraints on future foreign-exchange expenditures will arise if expenditures 
exceed earnings during a given period of time. Let us take imports as an 
example. If imports exceed exports and there is a trade deficit during the 
year previous to another given year, imports will be subject to natural 
restraints during that given year and, if still exceeding exports during that 
year, to even greater restraints the following year. This process will 
continuc until imports are limited to the lowest level possible and represents 
the "Self-balancing capability" of foreign exchange. receipts and 
expenditures. 


Demand-supply self-balancing capability, however, is different, because 
"having to have foreign exchange to make payments abroad" is not an issue in 
this case. Demand during the current year will not automatically be restrained 
Simply because demand exceeded supply the previous year, and the following 
year's demand will not automatically be curtailed simply because demand during 
the current year continued to outstrip supply. That is to say, demand might 
continue to grow, in contrast to foreign-exchange expenditures, which are 
conditioned by the availability of foreign exchange. Of course, excessive 
demand is ameliorated sooner or later as a result primarily of the effect of 
the market. That is, when demand expands, causing prices to rise, supply, so 
long as raw materials are available, will increase accordingly, so that the 
balance between supply and demand is restored. Or, if consumption is fairly 
elastic, increases in demard will cause prices to rise, thus restraining 
further increases in demand and restoring balance between supply and demand. 
This shows that there are forces in the market that serve as a brake upon 
excessive growth in demand. But we cannot know how effective the market 
actually will be in holding demand in line until we determine whether or not 
the market mechanism is free from artificial restraint or whether or not 
inelasticity in consumption or in supply of raw materials might prevent the 
market from functioning properly. 


We can also examine the worst-case scenarios of these problems. Extreme 
foreign-exchange imbalances can produce foreign-debt crises, and in serious 
crises a nation's interest payments alone might exceed its total earnings of 
foreign exchange (if new inflows of funds dry up due to the crisis). In such 
cases, tiiere would be no foreign-exchange "self-balancing capability." Extreme 
imbalance between supply and demand, on the other hand, might lead to social 
and political unrest, which if serious would prevent supply from growing in 
response to the expansion in demand and could even cau 2 supply to decline 
sharply (if production is greatly disrupted as a result of the unrest). In 
such cases, there would also be no supply-demand "self-' .lancing capability." 
These scenarios are extreme cases, however, and can be ruled out for stable 
socialist economies. 


D. "Sequencing" of Government Adjustment Efforts 


From the above discussion, it is apparent that, when imbalances simu!taneously 
occur between supply and demand and between foreign-exchange receipts and 
expenditures, and when the latter imbalance is more serious than the former, 
which would make increasing foreign-exchange earnings an urgent priority, the 
relative effectiveness of the admustment countermeasures available to the 
government and of "foreign-exchange self-palancing capability" dictate the 











following sequence in government response: The foremost task is to restrain 
aggregate demand, and once supply and demand are balanced the government must 
set about restoring the foi cign-exchange balance. 


We have now discussed the contradictions inherent in the efforts to balance 
foreign-exchange receipts and expenditures and aggregate social supply and 
demand and have provided preliminary ideas on the sequence required in dealing 
with these problems. Yet we have not discussed the ways in which this 
contradiction might be resolved. Let us now turn to analysis of the problem 
from a different angle. 


II. Resolving the Contradiction by Increasing Supply 


If there is an imbalance between foreign-exchange receipts and expenditures, 
we can take steps to increase receipts (for example, by increasing exports, 
inflows of funds, overseas Chinese remittances and expenditures of visitors to 
our country), and we can also reduce foreign-exchange expenditures (by 
reducing imports, outflows of funds and expenditures of Chinese travelers 
abroad). But in many cases, imports need not be cut, and fund outflows and the 
expenditures of Chinese abroad cannot be reduced any further. Thus the most we 
usually can do is to cut back on unnecessary imports and on reducible fund 
outflows and expenditures overseas. Even this little bit will help reduce 
foreign-exchange imbalance. but if the reduction in expenditures exceeds the 
above limits, by cutting, for example, necessary imports, supply will be 
affected, and thus such reductions will impede efforts to balance supply and 
demand. 


Let us now examine countermeasures that might be adopted when demand exceeds 
supply. Increasing supply facilitates rebalancing of both supply and demand 
and foreign-exchange receipts and expenditures. But there are a number of 
questions involved in this approach. What kind of supply should be increased? 
How can we increase that supply? And will increases in this supply produce 
unintended results? Let us discuss these matters separately. 


A. What Kind of Supply Should Be Increased? 


When simultaneous imbalances occur between supply and demand and between 
foreign-exchange receipts and expenditures, a feasible countermeasure would be 
to increase supply of exportable materials and labor services that do not 
require many imports to produce. In other words, in this situation, we cannot 
reestablish the balances we necd by increasing just any old kind of supply but 
rather must increase the above types of supply. 


Well then, can we not also include in this type of supply exportable materials 
and labor’ services that require a large amount of imports to produce, for 
example, goods processed or assembled with imported raw materials and parts 
under the "export-oriented" mode of production maragement? To answer this 
question, we must carefully compare the amount of foreign exchange earned and 
spent in these operations. If the amount earned exceeds the amount spent, then 
these operations clearly can be included, too. 











Thus it is apparent that, whether using few or many imports, so long as an 
exportable good or labor service earns more foreign exchange than it costs, it 
can help, when increased in supply, rebalance both supply and demand and 
foreign-exchange receipts and expenditures. Next, however, we must discuss the 
matter of how to increase supply of these goods. 


B. How Can We Increase This Type of Supply? 


Generally speaking, to increase supply, we need to add new human and material 
inputs, and these can be expressed as material objects (as actual laborers or 
means of production) or in terms of value (as wages paid to workers or as the 
costs of purchasing means of production). If we cannot provide the materials 
needed to increase supply, that is, if there is a shortage of the necessary 
human and material resources, supply cannot be increased. Nor can we increase 
Supply if we cannot provide the value needed to do so, that is, if we lack 
necessary funds. Thus attempts to increase supply invariably will enlarge the 
original imbalance between supply and demand or, in other words, such attempts 
will exacerbate supply shortage. 


Thus, even though we need to increase supply of goods that will help rebalance 
foreign-exchange receipts and expenditures, we must also avoid exacerbating 
existing supply shortages. The problem might be soluble if we approach it 
structurally, not merely quantitatively. By this we mean that, when increasing 
supply, we should fully exploit idle human resources (including those whose 
productivity potentially can be raised) and material resources (including 
those that not been used efficiently) and avoid as much as' possible using 
goods and services that are already in short supply and adding new inputs of 
human resources. 


Even though we need to increase supply of goods that will facilitate foreign- 
exchange rebalance and to fully exploit idle human and material resources, we 
still must ask whether or not this approach will produce unintended results 
(namely, results that will not facilitate rebalance of supply and demand and 
of foreign-exchange receipts and expenditures). 


The question of whether or not those results will facilitate foreign-exchange 
rebalance is relatively clear, as we have already established the basic 
direction of this policy when we determined what kind of supply we _ should 
increase--those goods’ that will help make foreign-exchange earnings greater 
than expenditures. 


What we must do is to explain what effects the aforementioned approach to 
increasing supply will have on demand. Is it possible that this approach would 
hinder our efforts to rebalance supply and demand? 


C. Will Increase in Supply Be Transformed Immediately and Completely into New 
Demand? 


Clearly, any increase in supply, no matter how large, means an increase in 
worker income (v) and in the surplus workers produce (m), in other words, an 
increase in net social product (or national income). Even if we use idle human 
and material resources to increase supply, v and m will increase so long as 
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there is new supply of actual products and services. Thus the numerical 
values, which represent economic value, on the supply side of the _ supply- 
demand rebalancing equation will increase. And worker's income and _ surplus 
will be transformed into demand for consumer goods and the means of 
production. That is to say, demand cannot remain at original levels when 
Supply has increased but will rise due to increases in v and m. Thus we must 
examine increases in supply both in terms of the objective material and the 
value involved. 


1. In terms of objective material, an increase in aggregate social supply 
means a rise in the amount of actual material goods and labor services that 
are provided to society or, to put it another way, an increase in supply of 
material consumer goods and means of production. 


2. In terms of value, an increase in aggregate social supply amounts to a rise 
in national income, which is expressed in terms of value (v + m). This 
increase cannot but cause demand--which is the product of transformed, rising 
v and m--to increase. 


This gives rise to another question: If the increment in national income (v + 
m) is completely transformed into demand for consumer goods and means of 
production, would that not conflict with our original intent to reduce the gap 
between and thereby balance demand and supply? 


We can answer this question from two angles. 
1. The Quantitative Angle 


The increment in v following a rise in demand will by no means immediately be 
transformed into new demand. Timewise, there will be a certain amount of delay 
or lag in the process. Moreover, the rise in v will occur as an increase in 
personal income, and part of this increase may go into savings or serve as 
cash on hand and thus will not be consumed for a while. 


The increment in m that is engendered by an increase in supply will not 
immediately be transformed into new demand, either; there will be a lag here, 
too. Most importantly, however, part of m will end up in the hands of banking 
or credit sectors, which, if demand greatly exceeds supply, may choose 
temporarily to reduce the amount of this new m that is devoted to consumption 
or investment. 


Thus it is very possible that the increments in v and m will not completely be 
transformed into new demand (at least not immediately). 


2. The Structural Angle 


As explained above, materially speaking, an increase in supply will be 
expressed as increased supply of various material forms of consumer goods and 
means of production. And in terms of value, an increase in supply will be 
expressed as rises in v and m, which may be transformed into new demand. But 
will this mew demand be demand for those consumer goods and means of 
production whose supply had increased? This is a structural issue that is not 
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easily solved. So long as structural imbalance persists, it is possible that 
new increments in v and m may not completely be transformed into new demand. 


Let us return to the specific conditions set forth above. We have stated that, 
Where there are imbalances between supply and demand and between foreign- 
exchange receipts and expenditures, we must increase supply of exportable 
goods that earn more foreign exchange than they consume and that to accomplish 
this we must make full use of idle human and material resources, avoid using 
materials that are in short supply and refrain from adding new inputs of 
labor. Under these conditions, then, even though v and m rise, the amount of 
new investment that can be used to increase v and m is limited (of course, we 
cannot avoid new investment entirely). And once v and m have increased, the 
amount of m that is transformed into new invastaant ~ demand may also be 
limited, because banking and credit agencies may not want this new m to turn 
into new demand immediately. Similarly, under these same conditions, even 
though v and m increase, the amount of additional consumption involved in the 
process may “also be limited (of course, even though we should refrain from 
adding new inputs of labor, we cannot avoid increasing consumption entirely). 
And once v and m have increased, the increment in v will not immediately and 
completely be transformed into new consumption demand, though a part will. 


D. Trading Part of the Surplus in Foreign Exchange for Import: 


In the above situation, we must resolve foreign-exchange and supply-demand 
imbalances in two steps. Because increases in the supply of exports will help 
raise foreign-exchange earnings, we must first rebalance foreign-exchange 
receipts and expenditures. Materially speaking, however, it seems that this 
approach will not directly mitigate the imbalance between domestic supply and 
demand. And, as explained above, in terms of value, this approach may cause 
investment and consumption demand to rise. Thus we cannot help wondering how 
we will resolve the contradiction between domestic demand and supply. As we 
said above, however, this problem must be resolved in the second step we 
undertake. Specifically, we can deal with the problem as follows. 


If, in our efforts to increase supply, the new exports we produce earn more 
foreign exchange than they cost, thus producing a surplus of foreig» exchange, 
we can use part of this surplus to pay for imports to meet domestic demand. 
Thus the approach of increasing export supply helps rebalance both foreign- 
exchange receipts and expenditures and supply and demand. 


If this approach is not a one-shot thing but instead yields continuous 
results, foreign-exchange and supply-demand imbalances will steadily decline. 


Thus the intractable problem of simultaneous foreign-exchange and _ supply- 
demand imbalances can be completely or largely resolved in two steps. 


III. An Examination of "Export-led Growth" 


Increase in supply involves a rise in gross social output value and net social 
output value (national income) and therefore also means that we have achieved 
economic growth. The approach we have discussed above actually amounts to 
"export-led growth." But because of the conditions we have set forth, we can 
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think of that approach as representing merely one type of "“export-led growth," 
namely, the kind that must be adopted when foreign-exchange expenditures 
exceed earnings and aggregate social demand exceeds supply. 


To elucidate further the relationship between foreign-exchange and _  supply- 
demand balances, we shall turn to an analysis of three other types of "export- 
led growth." 


1. "Export-led Growth" Where Foreign-Exchange Expenditures Exceed Receipts but 
Where Aggregate Social Demand Is Less Than Supply 


As we explained above, in a complete equation for the balance between demand 
and supply, net exports are listed on the demand side. As far as_ the 
international balance of payment is concerned, a positive value for exports 
means that there is a trade surplus. Thus, where aggregate social demand is 
less than supply, positive exports constitute an important factor reducing 
supply or increasing demand that cannot be overlooked. In this case, 
therefore, we should use excess supply to balance foreign-exchange receipts 
and expenditures, for example, by increasing exports, reducing imports or 
doing both at the same time. 


What we must discuss here, however, is the matter of export-led growth. Excess 
supply poses an obstacle to further growth in supply, and this obstacle 
hinders economic growth or at least will cause growth rates to decline. But if 
we try to resolve this problem by limiting imports, we will be unable to meet 
our growth-rate targets should these targets be short or medium range. In this 
case, then, we should opt for "export-led growth," because by increasing 
exports, we can kill three birds with one stone--raise foreign-exchange 
earnings, reduce excess supply and ensure economic growth. 


Of course, excessive aggregate social supply does not necessarily mean that 
the supply of exportable goods and services is greater than the demand for 
these goods. This is a structural problem, and we can deal with this problem 
during "export-led growth" by using some of the increase we have obtained in 
foreign-exchange earnings to import means of production that are needed to 
readjust our output mix. In general, this approach will help reduce both 
foreign-exchange and domestic supply-demand imbalances. 


2. “Export-led Growth Where Foreign-Exchange Earnings Exceed Expenditures but 
Where Aggregate Social Supply Is Less Than Demand 


In these instances, we can generally use surplus foreign exchange to import 
commodities to make up for insuf‘icient supply and thus maintain balance 
between supply and demand. Theoretically, we should have no problem 
Simultaneously rebalancing foreign-exchange receipts and expenditures and 
aggregate social demand and supply so long as the goods we need domestically 
are available on international markets. 


Yet we must further explore the nature of "“export-led growth" in this type of 
situation. Statically speaking, the approach described above would seem to be 
"import-led" rather than "export-led growth." But from a dynamic point of 
view, itv is quite apparent that, while this approach involves the use of 
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Surplus foreign exchange to purchase imports so as to satisfy domestic demand, 
the approach would be hard to sustain if, in a situation where domestic supply 
is consistently outstripped by demand, foreign-exchange surpluses were 
suddenly to dry up due to increased imports. Therefor, without a continuous 
trade surplus to maintain foreign-exchange surpluses, "“import-led growth" 
cannot be sustained for very long. This implies that "export-led growth" is a 
prerequisite for sustained "import-led growth." In other words, the pattern 
that is involved here is: Trade surplus --> imports--> economic growth. 


3. “Export-led Growth" Where Foreign-Exchange Receipts Exceed Expenditures and 
Where Aggregate Social Supply Exceeds Demand 


This situation is complicated. Clearly, a surplus of foreign-exchange receipts 
means that an increase in imports is possible, but this increase would involve 
an expansion of aggregate supply, which would exacerbate existing problems of 
excessive supply or insufficient demand. If we are to eliminate the imbalance 
between demand and supply, we must increase demand or reduce supply at this 
point. But to increase demand we must increase exports, and to reduce supply 
we must reduce imports, each of which approaches will cause an even greater 
surplus in foreign-exchange receipts. 


For the moment, we will not go into the matter of how we should regard 
foreign-exchange surpluses. If we take the maintenance of at least a balance 
in foreign-exchange receipts and expenditures as our minimum goal and ignore 
the problem of surpluses, then when there is a surplus of foreign-exchange 
receipts and when aggregate social supply exceeds demand, we may choose the 
following approach. 


We can export excess supply and then use the foreign exchange earned thereby 
and employ existing surplus exchange to buy more imports. With this approach, 
excess supply will be converted into exports, and thus the imbalance between 
supply and demand will be reduced. And because existing surplus foreign 
exchange and new exchange earned through exports are converted into imports, 
the gap between foreign-exchange receipts and expenditures will also be 
reduced. Thus, in general, this approach will help restore both balances. Yet 
questions remain. What effect will increases in imports have on the next 
economic cycle? Will the gap between supply and demand persist with this 
approach? That is, will the problem of excess supply continue? 


The crucial point here is that the commodities imported must create new 
demand. That is to say, if these imports can attract cash on hand or savings 
into additional consumption expenditure or encourage enterprises to make new 
investment, excess supply will truly be reduced in the next economic cycle, 
and only then will balance really be restored both between supply and demand 
and between foreign-exchange receipts and expenditures. 


The economic growth rate will rise as soon as excess supply is reduced in the 
next economic cycle, and growth will continue if we continue to apply this 
approach when organizing imports and exports. This is the model of "export-led 
growth" we should adopt when foreign-exchange receipts exceed expenditures and 
aggregate social supply exceeds demand. 
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IV. Rational Readjustment of Foreign-Exchange Reserves 


Throughout the above discussion, we assumed that the g-al in dealing with 
foreign exchange is to balance receipts and expenditures. Actually, however, 
when striving to achieve foreign-exchange and supply-demand balances, we 
should also try to readjust foreign-exchange reserves. 


Changes in foreign reserves result from fluctuation in foreign-exchange 
earnings and expenditures and from positive-negative shifts in net flows of 
foreign-exchange receipts. By maintaining a rational amount of foreign 
exchange during economic growth, we can cope with international current- 
account deficits, make normal readjustments in foreign exchange and respond to 
special needs. In international practice, an amount equivalent to a nation's 
volume of imports for a 2-3 month period is generally considered to be a 
rational level of foreign reserves. Nevertheless, import volume is by no means 
consistent but rather tends to increase due to rises in gross output value 
during economic growth. And the magnitude of import growth relative to growth 
in gross output value is determined by the way in which gross output value is 
structured, by the breakdown of the inciement in gross output value, by the 
import mix and by the breakdown of the increment in imports. But no matter 
what, so long as imports rise as gross output value expands, the level of 
foreign reserves we need will also increase. Thus an excess of foreign- 
exchange receipts over expenditures and a certain amount of surplus are 
necessary to maintain a rational level of reserves in this new economic 
environment. If we merely maintain a balance in the flow of foreign-exchange 
receipts and expenditures, we will not be able to increase foreign reserves 
enough to maintain a rational level thereof. 


From the above discussion, it is clear that, when there are simultaneous 
foreign-exchange and supply-demand imbalances, we should reserve some of the 
foreign-exchange surplus we obtain from increased supply and increased exports 
so as to meet our rising need for foreign reserves. This requires a 
corresponding reduction in the amount of foreign-exchange surplus that woulc 
have been available for purchase of imports had our earlier assumption, 
namely, that our objective should be to balance foreign-exchange receipts and 
expenditures, been appropriate. This reduction is understandable. But holding 
some foreign-exchange surplus in reserve by no means conflicts with the models 
and steps involved in the “export-led growth" and the balancing of demanu and 
Supply detailed above but rather merely involves an appropriate extension of 
the adjustment process and a reduction in economic growth rates. These 
adjustments are necessary to maintain a rational level of foreign reserves 
during economic growth. 


Of course, what we are talking about here is rational, not "optimal," levels 
of foreign reserves. “Optimal levels of foreign reserves" is an_ unclear 
concept and is hard to define in real economic life. Even the notion of 
rational levels of reserves possesses a certain amount of definitional 
flexibility. As mentioned above, international convention defines this level 
as the amount equivalent to a nation's volume of imports over a 2-3 month 
period, but this amount is also adjustable. If the international inflation 
rate is high, the level can be reduced somewhat, and if inflation rates are 
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low, the level can be increased a bit. It is expected that for a certain 
period of time, China's efforts to improve technology and to readjust the 
Structure of her industry will require more imports, so we should keep a 
little more foreign exchange in reserve. Foreign-exchange receipts are also 
expected to rise for a while, so we should retain some of these as reserves. 
In short, a rational level of foreign reserves is not a goal in and of itself 
but merely serves as a kind of "reservoir" whose role during the readjustment 
of efforts to balance foreign-exchange receipts and expenditures and supply 
and demand cannot be underestimated. 
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FOREIGN TRADE, INVESTMENT 


BRIEFS 


SHENZHEN IMPORTS FOREIGN CAPITAL--Shenzhen Special Economic Zone, Guangdong 
Province, has vigorously imported foreign capital. The amount of foreign 
investments from January to September this year was HK $550 million. 


[Summary] [Guangzhou Guangdong Provincial Service in Mandarin 0400 GMT 
l1 Nov 86 HK] /9599 
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ECONOMIC ZONES 


TECHNOLOGY IMPORT STRATEGY FOR ECONOMIC DEVELOPMENT ZONES 
Guangzhou KAIFANG [OPEN POLICY] in Chinese 8 Sep 86 pp 27-29 


[Article by Li Yinghao [2621 5391 6275]: "Economic Development Zones Must 
Adopt a Correct Technology Import Strategy"] 


[Text] Since China further opened 14 coastal cities in 1984, the State 
Council has successively approved the establishment of economic development 
zones [EDZs] in 11 of these cities. From their inception, the EDZs have had 
to face the question of how to import technology. This article discusses some 
issues relating to technology import strategy in EDZs. 


1. Choosing a Correct Technology Import Strategy 


The further opening of the Chinese coast and the rise of urban economic 
development zones have been the focus of worldwide attention and caught the 
intense interest of foreign investors. For more than a year, the zones have 
been conducting extensive talks with foreigners and initiated technology 
import. Some have imported foreign capital and technology and put up a number 
of industrial projects with outstanding social and economic results, evidence 
of the correctness of the policy of establishing EDZs in these cities. 
However, some opened cities have not settled upon a correct import strategy 
promptly. This is because they are not ideologically prepared for the 
establishment of EDZs. Nor do they have the required personnel. They are 
inexperienced and, after being isolated and cut off from other nations for 
years, have no access to information and lack the necessary understanding of 
foreign economic, technical, and market conditions. They have also failed to 
study and analyze seriously the state of technology inside the country. Two 
things characterize their import talks with foreigners. First, lack of 
planning. Some have released a list of technology projects they hope to 
import. But still they ended up discussing whatever the approaching foreign 
businessman had to offer. These zones have no idea what to import and are 
unable to make up their minds. They are highly ineffective and have missed 
many an opportunity. Second, they are merely groping along. A quantity of 
inapplicable and non-advanced technology has been imported that does little to 
advance the locality's economy or technology and even becomes a burden on it. 
The result is economic losses. It can thus be seen that whether the import 
strategy is right or wrong, good or bad directly influences the success or 
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Otherwise of an economic development zone. Only after extensive multi-area 
research on China and other nations and careful consideration can we, taking 
realities as our point of departure, draw up a correct technology import 
Strategy that would define the scale and speed of development, and go about 
importing scientifically and in a planned way. And only thus can we take more 
targeted, flexible, and attractive measures to make EDZs a success. 


2. Defining the Mission of an EDZ is a Prerequisite for Determining its 
Technology Import St:iategy 


In July 1984 a State Council official answered questions by RENMIN RIBAO 
reporters relating to a number of policy issues on further opening 14 coastal 
cities. He pointed out, "The purpose of establishing economic development 
zones is to vigorously import advanced technology urgently needed by China's 
four modernizations, particularly technology- and knowledge-intensive projects 
and new industrial projects. Our government has implemented preferential 
policies in economic development zones, set up joint and cooperative ventures 
with foreign businessmen, organized scientific research institutions jointly, 
entered into joint production and design, and initiated new technology and new 
products. Foreign businessmen are also welcome to set up foreign-owned 
enterprises in the zones using advanced technology and equipment. Some 
economic development zones must also develop into international entrepot trade 
bases." It is clear from this that the primary mission of EDZs is to import 
advanced technology and develop new technology and new industries. 
Undoubtedly this guiding ideology is entirely correct. In the early days of 
the zones, however, people understood this only superficially, were influenced 
by the model of certain special economic zones [SEZs], and neglected to study 
and draw up an import strategy conscientiously. Consequently, their guiding 
ideology went awry in a number of ways. First, they were impatient to produce 
results. Eager to create an imposing modern city filled with skyscrapers in a 
short time, or at least to build up the 1- or 2-square kilometer start-up 
area, they crowded each and every project into the zone. Second, in their 
scramble for projects, they chose not to be selective. No serious effort was 
made to analyze and assess the technical feasibility and economic rationality 
of proposed projects. Never mind what kind of technology or equipment--they 


wanted it all. “| "ed, they hoped to "achieve prosperity through trade," 
believing that - iomic development zone "must develop commerce first of 
all to accumule snstruction funds" and that “economic development zones 


should begin by tackling the tertiary industry." Hence their enthusiasm for 
commerce. Not knowing the purpose and mission of the establishment of EDZs, 
they could not decide upon a correct feasible technology import strategy, 
which led to certain errors and mistakes in their work. 


It must also be pointed out that developing EDZs is neither setting up a few 
additional SEZs nor building a few mini-SEZs. They are called economic and 
technology development zones and the key word is "technology." Their central 
mission is to import advanced technology and develop new technology. In 
considering and determining a technology import strategy for EDZs, therefore, 
we must clearly define their mission and pay particular attention to two major 
distinctions. 
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First, distinguish between EDZs and SEZs. Economic development zones in 
China's opened coastal cities differ from both the countless export processing 
zones, free trade zones, investment promotion zones, and industrial parks that 
can be found all over the world and China's four SEZs. Certainly special 
economic zones are also intended to attract advanced technology, equipment, 
and management know-how, expand export trade, and obtain increasing foreign 
exchange earnings, etc. But their import projects mostly have to do with 
industrial projects or the manufacturing of exports, the idea being to take 
advantage of their inexpensive labor, cheap land, and low production costs to 
break into the international market. In SEZs, therefore, industrial projects 
can combine a technologically advanced industry with a labor- or capital- 
intensive one. The basic mission of EDZs, on the other hand, is to enhance 
China's own capability to develop and speed up scientific and technical 
progress through the import of advanced technology, and ultimately to form a 
technology system with Chinese characteristics. Therefore, the EDZ projects 
should stand out on account of their technology- or knowledge-intensiveness. 
The starting point of this kind of technology import should also be a little 
higher. Needless to say, EDZs should also develop new industries and new 
export products through importing and developing new technology, increase 
foreign exchange earnings, and accumulate construction funds. Yet we would be 
wrong if we see EDZs merely as a means of obtaining certain instant production 
capacity and short-term benefits, a foreign-exchange earner or a creator of 
additional jobs. Even more ill-advised is to dump on them any number of 
technically mediocre projects and even "sunset industries." Given the massive 
amounts of funds spent on the infrastructure in the zones to create a 
favorable investment climate, it would indeed be a money-losing proposition to 
import techaically mediocre projects. 


Second, distinguish between EDZs in different places. The various opened 
coastal cities vary considerably in their levels of economic development, 
industrial foundation, technical strength, and resources. The specific 
missions of EDZs in these cities should not be identical. We should not lay 
down a single technology import strategy in accordance with a particular model 
and apply it rigidly to each and every EDZ. Each EDZ must submit to the 
guidance and coordination of the general economic and social development plan 
of the city in which it is located, as well as its scientific and technical 
development plan, and decide its technology import strategy and detailed plan 
in accordance with its status in the city and the environs, its functions, and 
its mission. 


3. The Starting Point for Technology Import Strategy is Developing and Using 
Local Resources and Vitalizing the Local Economy 


There is no contradiction between an EDZ zeroing in on the vitalizing of the 
local economy and fully utilizing local resources first, on the one hand, and 
its mission of importing advanced technology and promoting the establishment 
of a new technical system with Chinese characteristics, on the other. This 
does not mean that the EDZ should be eager for quick success and instant 
benefits and become short-sighted. Rather, it is only trying to better serve 
the economic development and technical progress of the locality, environs, and 
even the economic hinterland. If an EDZ takes local economic vitalization and 


4] 








the utilization of local resources as the starting point of its technology 
import strategy, it will be in a better position to expedite the technical 
transformation of local old enterprises and the adjustment of the agricultural 
structure and help bring about the two shifts (from exporting raw materials to 
exporting manufactured products, from exporting primary products to exporting 
processed products) in the export mix. 


By importing advanced app’icable technology while basing itself firmly on the 
development and utilization of local resources, a EDZ can, first, make the 
‘best use of local advantages, significantly increase the city's export and 
foreign-exchange earning capacity, and achieve quick positive results with 
minimal investnents; second, upgrade the use value of resources, stimulate 
local economic development, and boost national income; and third, contribute 
to horizontal economic cooperation. This can also be called import with an 
advantage. 


4, An Important Principle in Determining the Technology Import Strategy 
is to Take Realities as the Starting Point and Act in Accordance with One's 
Ability 


One importsit principle that we must adhere to in building an EDZ and 
imporcing technology is to take realities as the starting point at all times 
and act in accordance with one's ability. If we blindly pursue high-speed 
growth, high tech, and large-scale projects in disregard of our own conditions 
and fail io seriously analyze needs and possibilities, the result is bound to 
be more haste, less speed. A number of special zones in the world provide us 
with many examples of failure in this aspect. Some of our own EDZs have also 
learned a _ lesson in the early days. To insist on taking realities as_ the 
Starting point and doing what one is capable of, we must now correctly handle 
several relations: 


First, we must handle the relations between the direction of technology import 
as a long-term effort and its more immediate objectives, and between high tech 
and applicable technology. Importing high tech, promoting the establishment 
of a technical system with Chinese characteristics, and setting up a host of 
capital- and technology-intensive enterprises are clearly a crucial long-term 
mission for an EDZ. But this is not something that can be achieved readily 
overnight. We must fully realize that at a time when a handful of 
economically developed nations are trying to monopolize advanced technology by 
every possible means and when trade protectionism is on the rise, the 
difficulty and complexity of importing high tech must be considered in the 
light of our own capabilities (including the capabilities to pay, to repay in 
foreign exchange, to assimilate technology, end to export.) Take our ability 
to pay, for instance. Usually, for every $100 million worth of technical 
projects imported, we need 500 million yuan in accessory funds. In addition, 
there must be a sound technical structure, industrial structure, and product 
mix. Therefore, even as it works hard to create conditions for importing high 
tech, an EDZ must first set up a number of enterprises with local 
characteristics that require little inputs, produce substantial outputs, have 
a short construction period, earn a good deal of foreign exchange, and 
generate good economic results. In the first 2 or 3 years, in particular, it 
must concentrate on relatively advanced, applicable, and effective technology 
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and establish a batch of enterprises that develop and utilize resources and 
are export-oriented. They should be small-scale enterprises that require 
little capital, operate on a relatively high technical level, and make 
original products. They should also accumulate funds and experience for 
importing high tech and train personnel. 


Second, the relations between technology import and the technical 
transformation and development of old urban areas. Technology import must 
take into full consideration the city's economic and technical realities and, 
as much as possible, dovetail with the plan for the old urban areas in funds, 
materials, technology and comprehensive balance. An EDZ must play its role as 
a window and the center of two fans to the full. That way, we can ensure a 
solid grounding for the development of the zone, on the one hand, and provide 
leadership for the technical progress of old urban areas, on the other, so 
that the imported technology can be digested, assimilated, popularized, and 
innovated upon in the old urban areas promptly and soon constitutes a new 
technical level in the entire city and even region. 


Third, the relations between imported hardware and imported software, between 
import and absorption and assimilation, between importing technology and 
learning scientific managerial experience. EDZs cannot content themselves 
with importing a set of modern equipment or even an entire production or 
assembly line. Not only is that extremely wasteful of foreign exchange, but 
it will also make us dependent on foreign companies. The import of software 
and technical know-how must be strongly emphasized. The import of technology 
should also be combined with the acquisition of scientific managerial methods 
and experience. Every project should gradually increase its proportion of 
domestic raw materials, parts and components systematically in a planned way 
and progressively bring about the domestication of a product. Moreover, even 
as we import foreign technology, we should take pains to redouble our efforts 
to popularize the application of domestic scientific research achievements and 
accelerate the absorption, assimilation, and innovation of imported 
technology. 
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ECONOMIC ZONES 


XIAMEN REVAMPS FINANCIAL SYSTEM 
Fuzhou FUJIAN RIBAO in Chinese 28 Oct 86 p 1 


[Article by Wang Weizhong [3769 3555 0022] and Chen Binglin [7115 3521 3829]: 
"An Open Financial System in Xiamen"] 


[Text] The restructuring of the Xiamen economic system has achieved a 
breakthrough in the realm of finance: an open, multi-level financial system 
has (iken shape and the fund market is becoming more active by the day. 


Apart from the municipal People's Bank and various specialized banks, Xiamen 
has set up in succession China's first Chinese-foreign joint venture in 
banking--Xiamen International Bank-- and various foreign-owned banks. This 
year, it opened the first local financial institution with an external 
orientation, the Xiamen International Trust and Investment Corporation. 
Guided by the comprehensive financial plan of the special economic zone, the 
corporation accepts trust deposits in both the renminbi and foreign currencies 
and handles trust investments, etc. So far it has provided the zone with over 
100 million yuan in new product development loans and short- and medium-term 
loans. The issue of local construction bonds and foreign exchange leasing are 
being planned. 


Since the beginning of this year, Xiamen has been reforming credit funds 
management methods. To make funds more mobile, banks are allowed to make more 
loans if they attract more deposits and interregicnal inter-bank borrowing has 
been launched. Making use of time difference, the Xiamen branch of the 
Industrial and Commercial Bank borrowed several tens of millions of yuan from 
other provinces to ease the shortage of funds. The Xiamen branch of the 
People's Bank took flexible measures to make good use of interim loans to 
support the production and procurement of popular products that are readily 
marketable overseas, enhance enterprises' capacity to export and earn foreign 
exchange, help enterprises issue internal bonds to raise capital, and assist 
specialized banks in setting up savings points jointly with enterprises to 
supplement the sources of credit funds. 


Traditionally, bills whose circulation was limited to Xiamen were exchanged 
through the post office as ordinary mail, thus slowing down fund circulation. 
With the sunport of various quarters, the Xiamen branch of the People's Bank 
opened a bill exchange. From 15 August to the end of September, over 70,000 
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bill-exchange transactions valued at almost 400 million yuan took place 
involving 5 banks and 16 units in Xiamen. Funds used accounted for more than 
half of the funds settled on the same day, and fund circulation has_ been 
speeded up by several million yuan a day. Recently the bill exchange has been 
expanded to cover the entire south Fujian triangle. 


Together with their counterparts in Quanzhou and Zhangzhou, Xiamen banks and 
insurance companies have established a financial information cooperative 
network for the economic region in south Fujian since 1984. The network has 
provided a mass of data for financial and economic work and a policy-making 
basis for leading organizations and has promoted the development of horizontal 
economic cooperation. 
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ECONOMIC ZONES 


BRIEFS 


GUANGDONG CITY FOREIGN TRADE--The commodities produced by the export commodity 
production base of Zhuhai City of Guangdong Province accounted for approxi- 
mately 60 percent of the total amount of exported commodities of the city in 
the first 10 months of this year. In the past, the great majority of the 
commodities exported by Zhuhai City were produced and supplied by the 
interior. By the end of October, the city had fulfilled 131.5 percent of its 
annual quota for export to earn foreign exchange. [Summary] [Guangzhou 
Guangdong Provincial Service in Mandarin 1000 GMT 20 Nov 86 HK] /9599 


GUANGDONG'S SHANTOU INCREASES EXPORTS--The total amount of exports of Shantou 
Special Economic Zone, Guangdong Province, from January to October this year 
reached $48.32 million, an increase of 10.9 percent over the same period last 
year. The zone imported 12 items which utilized foreign capital of HK $53.27 
million, recording an increase of 13.6 percent over the corresponding period 


last year. [Summary] [Guangzhou Guangdong Provincial Service in Mandarin 
1000 GMT 24 Nov 86 HK] /9599 
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DOMESTIC TRADE 


BRIEFS 


GANSU MATERIAL SUPPLY--The province's material supply departments have 
developed production of the production materials by relying on lateral 
economic ties, strengthening the province's ability in material supply. The 
province now can produce some products which it relied on other provinces in 
the past and also supplies the products to other provinces and areas. Since 
1982, the province's material supply departments have invested some 11 million 
yuan to develop together with some enterprises over 90 products, including 
building materials, mechanical and electrical products, meta! materials, and 
chemical raw materials. The new products now marketed by the province to 
other provinces and areas include butyl alcohol and zinc oxide. [Summary] 
{Lanzhou Gansu Provincial Service in Mandarin 1100 GMT 1 Dec 86 HK] /9599 
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FINANCE, BANKING 


SHANGHAI INDUSTRIAL, COMMERCIAL BANK ISSUES FINANCIAL BONDS 
Shanghai JIEFANG RIBAO in Chinese 22 Oct 86 p 1 


{Article by Shi Saizhu [2514 6357 3796]: "Shanghai Bank To Issue Financial 
Bonds" ] 


[Text] To strengthen horizontal fund circulation and promote the development 
of a short-term fund market, the Shanghai branch of the Industrial and 
Commervial Bank will soon take measures to improve the organizational setup of 
the short-term fund market and issue more credit instruments. This was 
disclosed by Mao Yingliang [3029 2019 2733], president of the Shanghai branch 
of the bank, to reporters at the symposium on horizontal fund circulation in 
Beijing, Tianjin, Shanghai, and the Shanghai Economic Zone, which opened 
yesterday. He also revealed that on 1 December the bank would issue in 
society for the first time 100 million yuan worth of financial bonds. 


The short-term fund market of the municipal Industrial and Commercial Bank was 
set up on 30 August this year. Within just 50 days the banking industry both 
inside and outside Shanghai made a total of 58 loans worth over 900 million 
yuan. There were 34 transactions involving discounted notes and bill transfer 
discounts valued at 85 million yuan, and 290,000 yuan worth of stocks were 
bought and sold. The short-term fund market put an end to the vertical 
distribution of credit funds and a fragmented management system and replaced a 
Single-channel fund supply system with a multi-channel one. As a result, 
while the total volume of funds has remained unchanged, the amount regulated 
has increased, fund turnover has been accelerated, fund utilization has gone 
up, and fund shortage has_ been eased. The amount of short-term funds 
circulated within the municipal Industrial and Commercial Bank alone in the 50 
days following the opening of the short-term fund market amounted to 30 
percent of the bank's total lending for an entire year. 


Mao Yingliang said that owing to various reasons, the short-term fund market 
is still imperfect at the moment. Accordingly, the branch plans to set up a 
discount section, a notes section, and a securities section under the short- 
term fund market to perfect its operating machinery so that it functions 
effectively as a medium. Moreover, based on market needs, a major effort will 
be made to create the conditions for establishing financial stocks and shares 
companies directly under the leadership of the central bank. All these 
institutions will be independent economic entities and take care of the 
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borrowing services between financial institutions inside and outside Shanghai, 
the discount and bill transfer rediscount, the issue, transfer, buying and 
selling of securities on behalf of another party, and other businesses 
authorized by the People's Bank, respectively, to meet the growing needs of 
horizontal fund circulation. 


Referring to additional credit instruments, Mao Yingliang disclosed that the 
Shanghai branch of the Industrial and Commercial Bank will issue in society 
100 million yuan worth of local financial bonds. They will be in two 
denominations, 100 and 500 yuan. The time limit is 2 years and the interest 
rate is 0.9 percent. This kind of bonds can circulate in the market and be 
transferred at prices determined by the market. Also, the bank will soon 
issue transferable high-value certificates of deposit [CD], with a time limit 
ranging from 3 months to 1 year. They carry highly favorable interest rates. 
No early withdrawal is permitted. No interest will be paid after the term is 
up, but the holder can sell or transfer them on the short-term fund market. 


Mao Yingliang finally said, "The establishment of a short-term fund market has 
sharpened the business sense of grassroots banks as well as exposed their lack 
of vitality. The branch bank will quicken the pace of reform and decentralize 
power to 'free' grassroots banks." 
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DEPRECIATION OF RENMINBI EXPECTED TO CONTINUE 
Shanghai SHIJIE JINGJI DAOBAO in Chinese 20 Oct 86 p 5 


[Interview with Zhang Zhichao by SHIJIE JINGJI DAOBAO reporter Lin Guobao 
[2651 0248 1405): “Renminbi is Still Overvalued"; date and place of interview 
not given] 


(Text ] This reporter recently had the pleasure of perusing an article 
entitled "Exchange Rate Decision Theory" by Zhang Zhichao [1728 1807 6389], an 
associate professor in the Economics Department of Huadong Normal University 
who has been following exchange rates closely. I went to interview Professor 
Zhang Zhichao and asked him what he thought about the exchange rate of the 
renminbi. To him, the renminbi is still overvalued and its exchange rate 
should be further adjusted. 


Question: You have put forward a kind of exchange rate decision theory. Can 
you say something about its major premise? 


Answer: We may call this theory "value parity theory." it was proposed 
internally in 1983 and was published in 1985. Its major premise is this. An 
exchange rate is determined by the value ratio of the currencies of two 
nations. In a paper currency economy, an exchange rate is determined by the 
comparative purchasing power of the two nations. This is in line with the 
Marxist money theory and the Marxist labor theory of value, Practically 
speaking, a more appropriate exchange rate is one arrived at by comparing the 
purchasing power of the two nations’ currencies relative to trade commodities. 
To put it most simply, the exchange rate can be determined by the costs of 
earning foreign exchange. 


Question: Do you think the present exchange rate of the renminbi is still too 
high? 


Answer: It is still too high. The renminbi was adjusted downward on 5 July 
and the exchange rate right now stands at $1:3.7 yuan. This is equivalent to 
a cost of earning foreign exchange of 3.2 yuan plus a 15 percent profit rate. 
In fact, the cost of earning foreign exchange nationwide exceeds the level of 
3-2 yuan on the average. That is why I said the latest adjustment has not 
reversed the trend toward overvaluing the renminbi. 








Question: What do you think of the latest adiustment in the exchange rate of 
the renminbi? 


Answer: It is a logical step in the right direction. But we must not assume 
that the currency's fundamental exchange rate problem has been resolved. 
Rather, it is a transitional measure leading to exchange rate reform. 


Question: Please analyze for us in detail. 


Answer: This is the background to the latest adjustment. First, as domestic 
prices rose, they pushed up the cost of earning foreign exchange, so that the 
exchange rate must be lowered correspondingly. Also, China's foreign exchange 
reserves have dropped suddenly since last year, so the adjustment was also 
intended to stimulate foreign exchange supply. These two points are related. 
Second, there is the international factor. The adjustment was announced to 
the "Article 4 consulting delegation" from the International Monetary Fund 
that was visiting China. This factor has been neglected by many people. 
Clearly the world is watching China's international financial situation very 
closely and the exchange rate of the renminbi has come under international 
pressure. Third, the central bank itself has other things on its mind. Since 
the renminbi has been overvalued for years, the prices of China's imports and 
exports have been seriously distorted. As a result, the government has been 
resorting to taxes to regulate the surplus and used imports to subsidize 
exports. This is the worst instance of "eating out of the big pot" in the 
country. It seems that the central bank intends to change this mechanisnm. 
Tariffs have gradually been lowered since the beginning of the year and the 
tariffs of some commodities have been refunded. Meanwhile, the exchange rate 
has also been adjusted downward. Based on this analysis, the present exchange 
rate adjustment is not an isolated move. The central bank's policy intent 
seems to be to reform the renminbi exchange rate mechanism fundamentally. It 
appears that it intends to use the exchange rate, instead of the traditional 
"price parity mechanism," to regulate imports and exports, which is certainly 
sensible. Hence the significance of the present adjustment should not be 
underestimated. Nevertheless, since it is a gradual process and requires 
coordination with other areas, we can regard it as only one step in a_ series 
of many that the central bank will take in the days ahead. The bank will make 
other moves in the future. 


Question: What do you think these other moves will be? 


Answer: I can see the central bank continuing to lower the exchange rate. Say 
the cost of earning foreign rate nationwide averages 3.5 yuan. Add a profit 
rate of 15 percent, and we will have an exchange rate around $1:4 yuan in the 
near future (for instance, later this year or early next year.) If we take 
into account projected inflation, then the exchange rate should be at least 
about $1:4.5 yuan in the long run. In other words, the central bank may hold 
the exchange rate at about 4.5 yuan and let the current exchange rate float 
toward this level. And after the middle of next year, it is not entirely 
impossible for the exchange rate to draw close to the $1:5 yuan level. The 
key is the nation's foreign exchange income and expenditure situation at the 
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end of this year. If the balance sheet does not look good, the central bank 
will certainly adjust the exchange rate again. If the balance sheet looks 
fine, then the bank will slow down its pace of adjustment. 


Question: How should enterprises respond to this? 


Answer: Basically, by submitting to the central bank's policy guidance and 
expanding exports, particularly electrical machinery products and others whose 
expansion had been checked by an irrational exchange rate in the past. If 
they want to stay clear of exchange rate risks, they can enter into long-term 
renminbi trade with the Bank of China. 


Question: Will a minority of enterprises "advance and defer," that is, will 
importers advance their payments and exporters defer charging their customers 
in order to reap a windfall from the renminbi's devaluation? 


Answer: This is certainly possible, but the central bank can totally control 
it through strengthened management measures. There is a wealth of 
international experience in this area that we can learn from. At the same 
time, however, I hope the central bank will pay attention to the method of 
exchange rate adjustment. Before the 1970's, some countries subscribed to the 
"shock treatment theory" and preferred adjusting exchange rates drastically, 
leap-frog style. Later, though, a number of Western economists pointed out 
that this is not necessarily a good thing, noting that small frequent 
adjustments are actually better because they achieve the aim of adjustment 
while keeping exchange rates suitably flexible. 


Question: How will the central bank's policy development impact Shanghai? 


Answer: Favorably on the whole. Generally speaking, Shanghai's cost of 
earning foreign exchange is lower than the national level. If the central 
bank lowers the exchange rate close to 4 yuan soon, it will benefit Shanghai 
greatly in terms of exports. If currency devaluation is combined with a 
reduction in their tax burden, Shanghai's export enterprises can expect to 
increase their earnings substantially. And since the municipality's value of 
imports is relatively low, the fall in exchange rate will not have _ severe 
repercussions on the market. Of course, since the costs of imports nationwide 
are going up, Shanghai ultimately will also be affected indirectly. We should 
be prepared for that. Particularly important is the fact that because of the 
drop in the exchange rate, the ratio between domestic sale prices and foreign 
sale prices will change radically. This will provide a tremendous impetus to 
the Shanghai economy's export-orientation and internationalization. 
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EXCHANGE RATE REFORM DISCUSSED 
Hong Kong WEN WEI PO in Chinese 10 Jul 86 p 10 


[Article by Chen Biaoru [7115 1753 1172]: “How Should We Determine the 
Exchange Rate of the Renminbi?" ) 


[Text] A country's foreign exchange system .s comprised of its exchange rate 
system, foreign exchange balance of payments, and foreign exchange control. 
The exchange rate of a country's currency has an enormous impact on its 
economic development. This is because fluctuations in the exchange rate have 
these effects: 1) They affect a country's balance of payments equilibrium 2) 
They directly or indirectly affect the prices of goods on the domestic market. 
For example, an increase in the rate of exchange not only leads to higher 
prices of imports, but also raises the production cost of some domestic goods 
as well as the general prices of goods. 3) They cause fluctuations in the 
value of assets in foreign enterprises in China and increase their loan 
repayment burden. Because of the above reasons, every government wants to come 
up with an appropriate exchange rate to promote national economic development. 


In recent years, the exchange rate of the Renminbi was determined by comparing 
it with a basket of currencies, by its importance in foreign trade, and the 
trends in its values relative to that of other currencies. The exchange rate 
between the Renminbi and the dollar is calculated directly out of this basket 
of currencies, while its exchange rates with 23 other currencies are based on 
cross rates and are announced every day by the General Administration of 
Exchange Control. But the policy for pegging the exchange rate is inflexible 
and slow to change. With world currencies in great flux, At a time when 
leading world currencies fluctuate sharply, we need to study further how we 
determine the Renminbi's rate of exchange so as best to promote foreign 
economic relations and trade. 


Most developing nations adopt a policy of low rates of exchange. As a result, 
their exchange rates often are divorced from those that are based on 
purchasing power parity. Most such currencies are assigned too high a value 
because 1) a currency with a low value can do little to stimulate exports and 
improve the balance of payments, 2) It is sure to make imported raw 
materials, machinery, and equipment more costly, 3) A low valuation will hurt 
a currency's reputation internationally. On the other hand, a high valuation 
has its disadvantages. It will spur imports and increase the country's 








dependence on them. At the same time, the low valuation discouratges exports 
and encourages a deficit in the balance of payments and limit the nation's 
capacity for import substitution. A low exchange rate will also curb exports 
and lead to a deficit in the international balance of payments. 


To find a reasonable exchange rate for the renminbi, we should base ourselves 
on China's realities. Here we must take note of one thing, namely that our 
domestic price levels bear no relationship to the world market. Judging from 
the domestic price structure, we will be hard pressed to come up with an 
exchange rate that satisfies all quarters. Even if we adopt multiple exchange 
rates, we will still fail to meet everybody's demand. Accordingly, we may as 
well establish a flat exchange rate based on the balanced exchange ratio in 
the interest of long-term equilibrium in our international balance of 
payments. A balanced exchange rate maintains the international balance of 
payments within a specific time. This exchange rate reflects price levels and 
the basic economic conditions both at home and abroad, is an accurate gauge of 
actual costs and benefits, mirrors the economic value of foreign exchange, and 
avoids a long-term gap in the supply and demand of foreign exchange. A 
balanced exchange rate sets the direction for adjusting the exchange rate, 
without which we will be at a loss as to what to do. How then should China go 
about fixing its exchange rate? 


After the Bretton Woods system collapsed, most nations have let their 
currencies float. Under the "Jamaica Agreement" of 1976, a nation is free to 
do what it wants regarding the exchange rate of its currency. Hence the 
present diversity in exchange rate systems. Presently the International 
Monetary Fund [IMF] classifies the exchange rates in the world into three 
broad categories: 1) currencies pegged to the dollar, the French franc, 
Special drawing rights [SDR] or the basket of currencies; 2) currencies of 
limited flexibility, which are in turn subdivided into two groups, single 
currencies and cooperative currencies; and 3) largely flexible currencies, 
further subdivided into three groups, namely those based on a series of 
indicators, those under managed floating, and tnose that float independently. 


A currency pegged to another currency cannot fluctuate, while a currency 
pegged to the SDR is allowed to move within a small range, rarely above 1 
percent. A flexible currency can fluctuate within 2 1/4 percent of its 
exchange rate. A largely flexible currency may vary more than that. There 
are three kinds of largely flexible currencies, depending on the extent of 
government intervention in the foreign exchange market. Some nations allow 
the exchange rate to fluctuate in response to changes in the market supply- 
demand relations. If the government does intervene, it is to influence and 
not to neutralize the rate at which the exchange rate fluctuates. This is 
so-called “independent floating." Other nations determine the rate at which 
the exchange rate fluctuates within a specific period (usually a day or a 
week) and make adjustments based on some indicators. All others inthe 
category belong to the "managed floating" system. 


Because of the severe impact of wildly fluctuating exchange rates on their 
economies, Western nations have successively acted to stabilize the exchange 
rates. This is the so-called "managed floating" system. When exchange rates 
rose and fell drastically, the monetary authorities in all nations intervened 
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in the foreign exchange market. While such intervention is routine today, it 
has its limitations. First, ome can hardiy tell whether the fluctuations in 
the foreign exchange market are caused by fundamental economic changes or 
short-term factors. If the exchange rate is a balanced exchange rate 
determined by basic long-range economic conditions, any attempt to force a 
change will not be conducive to normal economic growth. What one should do 
here is to weigh the pros and cons of short-term fluctuations versus long-term 
deviations. Second, it is impossible to know whether a country is motivated 
by a desire to stabilize international currency relations or by selfish 
interests when it intervenes in the foreign exchange market. It is this 
consideration that prompted the IMF to lay down guidelines on managing a 
floating exchange rate, explicitly prohibiting member nations from 
manipulating exchange rates to block the effective regulation of the 
international balance of payments or to gain an unfair competitive edge over 
other member nations. But the rules have been largely ineffective. Third, 
intervention in the foreign exchange market is highly inflationary. This is 
because intervention means a nation buying the dollars with one's own currency 
to prevent the latter from rising in value. Yet even as it spends its own 
currency to prop up the dollar, it is also driving up the money supply. Then 
there is the other form of intervention aimed at devaluating one's own 
currency, which too fuels domestic inflation as it makes imports more 
expensive. In any case, no central bank has limitless resources to maintain 
an exchange rate at a set level. 


The above discussion shows that the "managed floating system" is ridden with 
problems. Most developing nations peg their currencies to some other currency 
for the following reasons. As the supply and demand of exports is highly 
inelastic, changes in the exchange rate have minimal regulatory effects on the 
international balance of payments. Second, with their weak economies and 
meager foreign reserves, developing nations are ill-equipped to handle 
changes in the exchange rate. Third, their lack of a sophisticated foreign 
exchange market means they have little power to determine the exchange rate 
based on the foreign-exchange supply-demand relations. Fourth, their domestic 
price structure is divorced from the world market. Fifth, frequent changes in 
exchange rate will increase the risks of import and export. 


For all these reasons, “managed floating" is detrimental to developing 
nations. On the other hand, pegging one's currency to a foreign currency 
surrenders to foreigners the power to determine the value of one's currency 
and makes one economically dependent on others. In recent years, there is a 
tendency among countries that peg their currencies to switch from one national 
currency to SDR or the basket of currencies. There is also a tendency to move 
away from the dollar. 


As its currency is pegged, China cannot adjust its exchange rate flexibly in 
response to price changes overseas. At a time of rapid change in the world 
market, the nominal exchange rate of the renminbi fails to reflect realities, 
thus further removing domestic prices from foreign prices, which does nothing 
to help foreign trade development. Therefore, we should reform our exchange 
rate by taking the limited flexibility approach. According to IMF statistics, 
member nations with a "flexible exchange rate" increased from 15 to 39 from 
1976 through June 1984, which should give us a sense of the trend in exchange 
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rate systems. An exchange rate of limited flexibility means that the renminbi 
will now appreciate, now depreciate, within a set liusit, becoming an economic 
tool that the state can use to manage the economy and regulate foreign trade. 
It offers several advantages. To begin with, a flexible exchange rate is a 
tool for stimulating exports, limiting imports, increasing foreign exchange 
earnings, and taking us one step closer to balancing our international balance 
of payments. Second, by fine-tuning the exchange rate properly, we can 
promote domestic production and adjust the export mix. Third, the government 
can use the exchange rate to cushion domestic prices from the impact of 
foreign inflation. Finally, the gradual adjustment of the exchange rate can 
lead to closer relations between domestic prices and international prices. 


In view of the above analysis, the exchange rate of the renminbi must not be 
fixed too rigidly. Instead we should take a more flexible app’oach by 
continuously fine-tuning it as conditions in the world market and the 
international foreign exchange market change in order to achieve our domestic 
and foreign policy objectives. The adjustment of the exchange rate should 
follow these basic opjectives: 1) exporters must be able to maintain a certain 
profit margin; 2) the exchange rate should be such as to help attract foreign 
capital and accelerate the four modernizations; 3) it should be able to absorb 
the shock of drastic changes in the international financial market; 4) in the 
long run, changes in the exchange rate must neutralize inflation to maintain a 
stable international balance of payments. Of course, a flat exchange rate is 
not omnipotent and must be supplemented by other instruments. We may consider 
helping imports and exports with taxes, tax cuts, drawbacks, and various 
Subsidies, depending on the specifics of the case. Other tools to expand 
exports and encourage necessary imports are prices, credit, appropriations, 
and depreciation. By thus combining the uniformity of the exchange rate with 
the flexibility of taxes and subsidies, we will be able to use both to good 
effect based on the national plan and the way the economy actually develops 
and take care of every sector. In other words, economic tools should be used 
in conjunction with and to supplement one another so that we can make the most 
of the exchange rate, achieve our regulatory and macroeconomic objectives, and 
balance our foreign exchange overall. 


But reforming the present exshange rate is necessarily a gradual process. 
Excessive fluctuations can make us lose sight of the long-range exchange rate 
policy, possibly leading to an outflow of resources from the foreign trade 
sector, thereby slowing down foreign tradge growth and weakening our 
competitiveness. When that comes to pass, foreign trade will not be able to 
fuel economic growth and output expansion, which runs counter to the demand of 
exchange rate reform. In any case, it is impossible to hit on a magic 
exchange rate overnight. All we can do is to grope along and slowly close in 
on our target, transforming a short-range supply-demand balanced exchange into 
a long-term one. As we do so, we should adopt a system of "target rarge," 
that is, we should adopt a number of economic variables as policy objectives, 
such as import substitution, enhancing export competitiveness, and attacking 
the trade deficit, and do whatever necessary to achieve those objectives, all 
the while adjusting the exchange rate until we fulfill our plan and achieve 
our macroeconomic goals. 
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CONTRADICTIONS IN 'DUAL TRACK' PRICING 
Nanchang JIAGE YUEKAN [PRICING MONTHLY] in Chinese No 10, 15 Oct 86 p 16-18 
[Article by Guo Shen [6753 3234]: "Price Deregulation Creates New Problems" ] 


[Text] "Dual track" pricing of the means of production has created a series 
of contradictions in social economic life. 


1. While production has expanded, targets in the national plan have not been 
fulfilled. 


Since enterprises are allowed to sell whatever they produce above quota on the 
market at market prices, their enthusiasm for production has shot up and the 
output of products in short supply has been boosted tremendously. Energy and 
raw material output in general rose substantially in 1985 over 1984. 


Because of "dual track" pricing for means of production, there is a wide gap 

between the official and market prices of goods in short suppiy. If an 
enterprise markets all its output on its own on the market, it can multiply 
its profits. Handan Iron and Steel General Plant, for instance, produces 
390,000 tons of rolled steel annually. Last year it sold 80,000 tons on its 
own and earned an additional 40 million yuan in profits. Had it put its entire 
output of 390,000 tons on the market, it would have made over 150 million yuan 
in additional profits, turning a loss of 11.44 million yuan into a surplus of 
over 140 million yuan. Since the government has not devised a perfect 
inspection system to supervise enterprises enforcement of § the plan, 
enterprises, driven by internal economic interests and the external objective 
environment (rising prices of raw materials,) have been obstructing the 
fulfillment of the plan. Obstruction takes various tangible forms: 1) they 
try their best to lower the production quota, with a view toward selling 
whatever is produced above quota at high prices; 2) get as large a share of 
allocation quotas as possible. With inexpensive raw materials, they can keep 
production costs low and increase their sales profits; 3) do everything 
possible to shift planned output outside the plan and fail to honor’ supply 
contracts. The rate of contract fulfillment has generally declined, and 
payment for goods is in serious arrears, which has exacerbated cash flow 
problems. Statistics show that in Hebei, for instance, the delivery rates for 
rolled steel and cement are 79.8 and 66.7 percent, respectively, creating 
serious shortages. A handful of enterprises fulfill only 50 percent of their 
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supply contracts; and 4) the quality of means of production in the plan has 
declined. Because enterprises are eager to increase the portion they can sell. 
at free prices on the market, product quality has been affected to varying 
extents. On the whole, means of production within the plan are inferior to 
their counterparts outside the plan in terms of quality. The coal allocated 
to Shijiazhuang Enamel Plant at set prices, for instance, is so poor in 
quality that it cannot be used for production. The plant was forced to buy 
lump coal in the market at high prices. In Zhangjiakou, most allocated timber 
has cracks and is far inferior to timber available on the free market. 


2. On the one hand, enterprises have been economizing on energy, cutting back 
on consumption, and increasing their ability to absorb increases in the prices 
of raw materials. On the other hand, "dual-track" pricing has played havoc 
with the economic accounting system and the evaluation of various economic 
indicators. 


The fact that means of production cost more outside the plan than inside 
objectively puts a curb on consumption, depresses enterprise profits, and 
forces enterprises to economize on energy and raw materials and increase their 
ability to absorb rising production costs. Take Shijiazhuang Water Pump 
Plant, for example. To absorb the increase in production costs due to rising 
raw material prices, it cut spending by 322,000 yuan, saved 115,000 yuan by 
using old and waste materials, and economized in other ways. As a result, 
comparable production costs dropped 11.4 percent in 1985 compared to 1984, and 
net profits rose 655,000 yuan. A survey on processing enterprises in 
Shijiazhuang demonstrates that in various ways, enterprises can eliminate 
about 30 percent of the increase in costs resulting from more expensive raw 
materials. 


Because of the deregulation of prices of means of production outside the plan 
and the endless spiral in the prices of goods in short supply, the same 
product can have different prices in the same place at the same time. This 
not only pushes up production costs but also complicates the calculation of 
production costs and the costing of a project. Price changes boost projected 
costs in the annual plan at every turn. As a result, estimates and the final 
accounts differ considerably from each other. Owing to continuous rises in 
the prices of its major raw materials, for instance, Shijiazhuang Iron and 
Steel Plant saw its comparable production costs rise 11.7 percent in 1984 over 
1983, 22.6 percent in 1985 over 1984, and 10.28 percent in 1986 over 1985. Of 
the 27 enterprises we surveyed, none escaped the influence of price changes. 
At Shijiazhuang Electrochemical Plant, which was among the worst affected 
enterprises, increased costs of means of production jacked up spending by 
657,000 yuan in 1985, 4.43 percent of total earnings from sales, 14.826 
million yuan. Xuanhua Iron and Steel Company had to pay out 30,255,000 yuan 
more in 1985 in increased raw material costs, equivalent to 10.6 percent of 
total earnings from sales, or 285,436,000 yuan. Zhangjiakou Agricultural 
Vocational School had a small experimental center built. The new budget last 
April exceeded the old budget by almost 60,000 yuan for three items alone: 
rolled steel, timber, and cement. The normal operations and business of 
enterprises are interfered with. 


64 











3. Circulation is active, but circulation channels have been elongated. 


The fact that above-quota output can be sold freely on the market has _ been 
instrumental in expanding market circulation. Materials outside the plan 
accounted for 60.7 percent of all purchases made by the 13 enterprises in 
Zhangjiakou in 1985. The breakdown is: electrical machinery company, 87.4 
percent; Xuanhua Company, 87.2 percent; and timber company, 67.4 percent. 
Meanwhile, the materials bureau has been supplying more extra-plan means of 
production, both absolutely and relatively. Rolled steel supplies, for 
instance, amounted to 10,606 tons, 56.19 percent of planned supplies of 18,874 
tons; timber, 7,762 Me , 69 percent of planned supply, or 1,125 M?*, 
Enterprises can iia the circulation system through various kinds of goods 
ordering meetings and by actually going out to sell or buy. With producer and 
buyer dealing with each other directly, unnecessary intermediate costs and 
mediation were eliminated and the old rigid circulation system solely 
dependent on planned allocation was brought to an end. 


In the absence of a unified planned market, however, enterprises feel 
compelled to make “emotional investments" to offset the additional spending 
due to increases in the prices of raw materials, and maintain normal 
operations. They must channel a good deal of means of production into the 
hands of assorted "companies," sales departments, and individuals, a step not 
required by production per se. Taking advantage of the substantial 
differences between regulated and free prices, these companies, sales 
departments, and individuals make huge profits by reselling and speculating. 
Since means of production in the plan cannot satisfy production needs, users 
have no choice but to pay hefty prices for materials in short supply. After 
means of production in short supply leave the factory, they often change hands 
two or three times before finally finding their way into production. Every 
time they change hands, their prices go up, and charges and fees of every sort 
are slapped on them. When enterprises have surplus materials much sought- 
after in the market, they would rather let them sit in the warehouse than sell 
them at low prices. By biding their time and awaiting better prices, these 
hoarders and speculators only worsen material shortages. In Zhangjiakou, for 
instance, direct allocated supplies dropped in 1985 compared to 1984, while 
supplies channeled through middlemen went up. The direct supply of pig iron 
declined 10,911 tons; rolled steel, 857 tons; aluminum, 438 tons; and sodium 
carbonate, 320 tons. 


4, The aggregate average price level of basic industrial products has edged 
closer to value. On the other hand, the distortions of some official prices 
have been exacerbated. 


For years basic industrial goods have been underpriced and did not reflect 
value. After "dual track" pricing came into effect, the prices of all basic 








industrial products have risen, approaching their value. For instance, these 
were the market prices in several major cities in early August 1985: 


Commodity Specification Unit Average Price 
wire 16.5 mm ton 1,728.6 
round steel @ 22728 mm ton 1,529.1 
cold rolled sheet steel 1 mm ton 1,600.9 
raw coal ton 89.6 
caustic soda content>984% ton 828.0 
petroleum No 80 ton 1,183.3 
mixed log Class 2 Grade 2 m+ 272.8 


Yet "dual track" pricing has not removed the irrationalities in the old 
pricing system but has actually given rise to new abnormalities. The prices 
of means of production listed above, for instance, already exceed their 
international counterparts. The domestic price of 6.5 mm wire is 144.1 
percent higher than the international price; 19 mm round steel, 99.7 percent; 
carbonate, 103.2 percent; and timber, 378.5 percent. Under this price system, 
the prices of basic industrial products do not fully reflect real supply- 
demand changes in the market. Production is subject to both the dictates of 
command planning and the influence of free market prices. As far as 
enterprises in basic industries are concerned, the greater the difference 
between mandatory output and the actual production capacity, the greater their 
profits, and vice versa. As for processing enterprises, the higher their 
share of allocated energy and raw material supplies, the more profitable they 
will be. To ensure a certain level of profits, enterprises in basic industry 
try to sell their above-quota products at high prices to offset the losses 
they suffer as a result of having to sell their quota output at regulated 
prices. Processing enterprises, on the other hand, try to cut losses by 
getting hold of as much low-cost raw materials as possible. The coexistence 
of these two kinds of prices--market prices, which are on the high side, and 
fixed prices, which are on the low side--is divorced from market realities. 
The present adjustment of regulated prices has only intensified the pressures 
on enterprises. This is a clear drawback of the current "dual track" 
pricing system. 


5. This is a conflict at tiie macroeconomic level. On the one hand, the 
investment structure is being overhauled and rationalized. On the other hand, 
the social distribution and utilization of energy products and raw materials 
are not rational. 


In China's basic industry, products have been underpriced, production 
equipment is obsolete, and labor productivity is low. Mining, in particular, 
is a massive operation that generates little profits. As the return on 
capital is low, basic industry cannot attract social funds. Processing 
industries, on the contrary, boast a higher labor productivity and higher 
profits, and have attracted the bigger part of social funds. The longer this 
Situation lasts, the worse the uneven development between basic industry and 
processing industry will be. Now that price control on above-quota means of 
production has been lifted, they can be sold at high prices and social 
investments can be attracted to basic industry. Investments in locally-run 
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iron and steel plants are on the rise. Interregional and inter-sector 
investments have also emerged and increased. Small blast furnaces, which were 
suspended, are resuming production one after another, expediting the 
production of goods in short supply and influencing the adjustment of social 
production structure positively. But small enterprises are in a position to 
take advantage of such things as cheap raw materials and energy products. 
Despite their obsolete production equipment, backward technology, and low 
labor productivity, they maintain a definite level of profits and can compete 
with large and medium-sized enterprises for energy. Large refineries pay 
taxes and earn profits to the tune of 156 yuan for each ton of petroleum 
processed. The corresponding figure for small plants is only 14 yuan. Small 
blast furnaces and backyard furnaces also make profits from iron smelting. 
For every ton of steel made, small- and medium-sized enterprises consume 168.7 
percent and 261 percent more electricity and coal, respectively, than large 
enterprises. According to Handan Iron and Steel General Plant, peasants in 
the area can afford large amounts of diesel oil at high prices, and state- 
owned enterprises cannot compete with them. This results in extremely 
irrational distribution and use of products in short supply and a drop in 
Overall social and economic results. 


6. As the prices of means of production go up, consumer goods prices cannot be 
maintained at a certain level. 


Since "dual track" pricing was applied with regard to means of production, 

market regulation has gradually resulted in higher and higher prices. Rough 
estimates put the extra-plan prices of means of production at about 100 
percent over the regulated prices. Within the plan itself, prices of the 
means of production come in all forms and shapes, and they too have been on 
the rise. In 1985, 60.7 percent of all purchases by the materials bureau in 
Znangjiakou were extra-plan materials. It can thus be reckoned that the 
general price level of means of production rose at least 60 percent last year. 


Such a rapid increase in the prices of means of production within a _ short 
period of time has meant an extensive and substantial rise in the production 
costs of enterprises making means of consumption. The enterprises cannot keep 
prices at the original level. Nor are they willing to absorb the _ losses 
resulting from increases in raw material prices or to internalize totally the 
Significant jump in costs. All they can do is to pass the threat of losses 
onto consumers in the form of higher prices. Take the case of Shijiazhuang 
Enamel Plant, which makes bathtubs and other articles. Last January the 
government raised the price of iron sheet by 10 percent, so that one ton of 
iron sheet costs an additional 123 yuan. Since the enamel plant produces 
25,000 bathtubs annually, it must spend an extra 27,000 yuan on iron’ sheet 
alone. The costs of sinks and cups have also gone up considerably. To stay 
in business, the enverprise had no choice but to raise prices correspondingly. 
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INDUSTRY 


XINJIANG: CONFERENCE ON PROGRESS IN TEXTILE TECHNOLOGY ENDS 
HK190605 Urumqi Xinjiang Regional Service in Mandarin 1300 GMT 17 Nov 86 


[Text] The regional conference on progress in textile technology which 
concluded on 15 November put forward the following: During the 7th 5-Year 
Plan period, in the textile industry, our region must shift the small-scale 
textile industry to large-scale textile industry, change from increasing the 
quantity of exported products to improving their quality, and ensuring that 
the annual rate of increase in exported products and the annual rate of 
foreign exchange earnings will increase by 20 percent. 


At present, the amount of the exported cotton textiles of our region accounts 
for only 13 percent of their gross output and the amount of export woollen 
textiles only 6 percent. Our region has a limited commodity market but 
abundant resources for the textile industry. The increase in raw materials 
for the light and textile industries exceeds by far the increase in industrial 
production. 


The conference held: The key to the small capacity for exporting textile 
products of our region and to the emall amount of foreign exchange earned by 
our region lies in the large amourc of goods imported from the mainland, in 
the large amount of primary products, in the large amount of semifinished 
products, in the small amount of well-known brand products which have a 
competitive capability, and in the small variety of colors and designs. 


In view of these problems, the conference put forward the following: First, 
it is necessary to grasp well technological transformation with exported 
products as the target. Transformation must be carried out in a planned and 
systematic way. After transformation, it is essential to meet the 
requirements of multiple varieties, multiple colors and designs, and small 
batch processing, to gradually develop processing and export, and to enhance 
the competitive ability of products. 


Second, it is imperative to import advanced equipment, particularly equipment 
which we can operate. We must [garble ] change our region's situation in 
production in a big way. We must change the past practice of attaching 
importance to quantity to the practice of attaching importance of quality. 
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Third, it is essential to strengthen management and to do all aspects of 
fundamental work well. The equipment of textile mills, particularly new 
mills, is new. The main problem is that the management level cannot catch 

up. By keeping lateral ties, inviting qualified personnel to our region to 
give guidance and assistance, and sending people to other places to receive 
training, we can enhance our management level. Regarding our region's 
products, the production of which is difficult, we can carry out technological 
cooperation and cooperative exploitation within our region and our country. 

In coordination with each other, we must strive to produce products wiich are 
in short supply in the international market. 
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INDUSTRY 


BRIEFS 


JIANGSU INDUSTRIAL OUTPUT--According to the provincial statistical bureau, the 
province's industrial output value reached 18.62 billion yuan by the end of 
October, an increase of 11.4 percent over the same period last year. The 
growth rate of publically-owned enterprises increased by 7.3 percent, 
collective enterprises by 15.6 percent during the January-October period, 
compared with the same period last year. Growth speed for light industry 
still outstripped that for heavy industry. It is noteworthy that production 
of most petrochemical products shows sign of a continuing decline. [Summary] 
[Nanjing Jiangsu Provincial Service in Mandarin 1100 GMT 8 Nov 86 OW] /9599 
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SMALL-SCALE ENTERPRISES 


INDUSTRIAL, ECONOMIC DECLINE OF TOWNSHIP INDUSTRIES VIEWED 
Beijing ZHON.GUO XIANGZHENQIYE BAO in Chinese 10 Sep 86 p 1 


[Article by Xu Poxian [6079 0130 6343] “The Cause of the Economic Decline in 
Township Industries in the First Half of This Year Is Objective, so There Is 
No Cause for Alarm, but We Cannot Remain Indifferent Because Problems in the 
Development Process of Township Industries Have Been Revealed; We Must Adapt 
to New Market Conditions, Reevaluate Our Strengths and Open up an Even Broader 
Sphere of Development" ] 


[Text] Since the first half of this year, profits in township industries have 
universally declined somewhat. The decline has been particularly marked in the 
relatively developed districts. Let us look at Wuxi which is in southern 
Jiangsu Province. Township industries there had a 23.85-percent increase in 
industrial output and a 24.08-percent decline in profits in the first half of 
this year. A further example is Shaoxing in Zhejiang where from January to 
July of this year township industries had a 40.95-percent increase in indus- 
trial output value but a 1/-percent decline in total profits as compared to 

the same period last year. 


The decline in the economic efficiency of township industries has resulted in 
worry and concern which is understandable. However, to doubt and lose confi- 
dence in the growth prospects of township enterprises is a misconception based 
on lack of analysis. That is why an accurate appraisal of the decline in eco- 
nomic results suffered by township industries in the first halt of this year is 
needed to allay the anxieties and hesitation currently experienced by some com- 
rades and localities. 


Not long ago, this reporter investigated some representative areas and some 
township enterprises to try to understand the reasons for the decline in eco- 
nomic resilts in the first half of this year, which are: 1) a rise in energy 
prices; 2) a large increase in workers’ total wages; 3) for large number of 
enterprises, started to pay taxes upon the expiration of a tax-free period and 
increased interest payments as a result of borrowing; 4) a sharp drop in mar- 
ket prices for Light industrial and textile products which caused profit 
margins to drop; 5) serious overstocks of some products--in the first half of 
the year the product sales rate of township industries was only 54.3/ percent. 
It is obvious that the factors impeding the profitability of township indus- 
tries are external ones. For example, township industries in Shaoxing in the 
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first half of the year lacked a total of 130 million kWh of electricity and 
each kWh was estimated to increase by 2 jiao, which required a further expen- 
diture of more than 26 million yuan. Another example this year is synthetic 
fiber fabrics whose price per meter fell by 2 yuan from last year. This fac- 
tor alone could have been responsible for a drop in profits of nearly 200 mil- 
lion yuan among this city's township enterprises engaged in textile production. 


It is undeniable that the factors mentioned above reveal problems encountered 
by township enterprises, such as an irrational industrial structure, inability 
of the market to adapt to changes, and poor management of enterprises, etc. 

If these problems are not solved, they are bound to lead to incompatibilities 
between production, supply, and demand, high productive consumption, high 
costs, aad low quaiity and therefore poor marketability among some products. 
It can be said that the decline in economic efficiency in township industries 
during the first half of this year was in some ways inevitable and in other 
ways unavoidable. So on the one hand, there is no need to panic. But on the 
other hand, we cannot allow things to continue and be unconcerned. 


The decline in economic efficiency presents a new challenge to township indus- 
tries. This challenge originates both internally and externally of township 
enterprises. With the passage of time, inherent deficiencies such as the poor 
quality of township enterprise workers, obsolescence of equipment, and low 
labor efficiency will become increasingly pronounced. The remnants of feudal 
thinking in the countryside and old attitudes among the peasantry will also 
become an ever increasing hindrance to the growth of township industry. The 
liberalization and vitalization of management of urban enterprises means that 
those township enterprises which were once considered “dynamic” because they 
were good at being fiexible now no longer enjoy such a unique reputation. In 
addition, the rise of township enterprises in what used to be economically 
backward areas and the defense industry's accelerated transition to the manu- 
facture of civilian products was bound to cut into the market competitiveness 
of township enterprise products. Therefore, township enterprise management 
must adapt to new market conditions, reevaluate their own strengths, capitalize 
upon them, and strive to grow even more. 
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SMALL-SCALE ENTERPRISES 


PLEA FOR UNDERSTANDING OF TAXATION PROBLEMS 
Beijing JINGJIXUE ZHOUBAO in Chinese 20 Jul 86 p 3 


[Article by Guo Shutian [6753 2579 3944): "Small-scale Enterprises, Already 
Burdened, Deserve a Break" ] 


[Text] In 1985, a year of fiscal austerity, township and town enterprises in 
the nation did better than expected, with a gross output value of over 270 
billion yuan, up 43 percent over 1984 and a total work force topping 69 
million, 17 million more than in 1984. Their tax payments to the state and 
net profits rose 31 and 34 percent, respectively, over the year before. In 
terms of both growth rate and economic efficiency, their performance was 
gratifying. 


Township and town enterprises derive most of their dynamism from increased 
autonomy in production and operations, their astuteness in responding to the 
demands of the marketplace, and greater competitiveness. They have come into 
existence in a relatively relaxed and open social and economic environment. 


Some comrades argue that township and town enterprises do not compete on the 
Same terms as state-owned enterprises but have been nurtured by many 
preferential treatments and propose that some of their tax and credit 
preferences be abolished. We think this argument is one-sided because 
township and town enterprises and state-owned enterprises do not receive equal 
treatment. Essentially, 1) the supply, production, and marketing activities 
of the former are mainly regulated by the marketplace. The raw materials and 
energy they require are not incorporated into the state plan and are mostly 
procured at prices several tens of percentage points higher than official 
prices. Clearly their material costs exceed those of their state-owned 
counterparts. 2) Township and town enterprises receive no capital investments 
from the state but must raise their own capital or borrow, more often the 
former. In most cases they finance expanded reproduction with their own 
accumulation. 3) Under government regulations, a township or town enterprise 
must set aside a maximum 10 percent of its pre-tax profits to supplement 
social expenses. In fact, the proportion far exceeds 10 percent. 4) Apart 
from paying taxes to the central government as required by law, many township 
enterprises must turn over a portion of their profits directly to the township 
government. Not all profits are at the disposal of the enterprises as they 
must pay management fees to the departments in charge. 5) Township and town 
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enterprises must allocate considerable sums to "subsidize agriculture," some 
as cash payments to peasants engaged in farming, some as price subsidies to 
peasant: who sell them agricultural products, some as investments in capital 


construc on in agriculture and other facilities, some to defray the costs of 
farm m ainery and pay water and eleccricity bills; some to finance social 
programs, or a combination of the above. ©) Technical personnel required by 


township and town enterprises are not assigned by the state but have to be 
recruited by the enterprises from among people retired from state-owned 
enterprises, administrative units, and institutions, and other idle 
individuals in society. This means that the costs to enterprises in terms of 
Wages and welfare expenditures are also higher. 7) With their obsolete 
equipment and outdated technology, most township and town enterprises are not 
the match of state-owned enterprises when it comes tc production conditions. 
But a shortage of capital prevents them from ipgrading themselves 
technologically. All this shows that township and town enterprises compete 
against state-owned enterprises under many disadvantages. The state does 
offer preferential treatment in the form of tax breaks, but only to some 
enterprises and those in impoverished areas, and then only for limited 
periods. 


This year a host of new measures affecting township and town enterprises has 
come into effect, the most important of which are: 1) the imposition of a 
bonus tax. Although revenues thus collected will stay with finance 
departments at the township level to finance agricultural development, this 
Will naturally mean a heavier burden on township and town enterprises; 2) 
imposition of an income tax on individual industrial and commercial 
households. An income tax is necessary to regulate the income levels between 
peasants in trade and industry and to increase government revenues. 
Nevertheless, as the tax rates are higher than those for collective 
enterprises, they will inevitably increase the burden on township and town 
enterprises; 3) to unleash the enthusiasm of peasants in farmin, for growing 
grain and expand grain output, the government is intensifying tae “subsidize 


agriculture with industry” approach to supplement the series of policies and 
measures already in place. Essentially the government will reserve a 
specified amount of income taxes and commerce and industry taxes paid by 


township and town enterprises for projects that encourage grain production. 
In addition, township and town enterprises everywhere must use part of their 
funds to subsidize agriculture in various ways at the micro level. It can 
thus be seen that faced with mounting commitments this year, township and town 
enterprises will find themselves in greater difficulties which must be taken 
into full account. 


To ensure sustained, stable, and healthy growth for township and town 
enterprises, to steer more agricultural workers into secondary and tertiary 
industries and fundamentally raise labor productivity in agriculture, and to 
better enable township and town enterprises to nurture agriculture, we must 
correctly understand the difficulties township and town enterprises face and 
the unfavorable circumstances they labor under and help them overcome them, 
speed up technical modernization, improve management ind operations, and 
further raise economic efficiency. Tax and credit preferences for township 
and town enterprises should not be abolished. Nor should new burdens be 
imposed cn them. The practice of extorting assorted unreasvnaable and illegal 





payments from them must be forcefully outlawed. Otherwise, their capacity for 
self-development along with the foundations of the “subsidize agriculture with 


industry" policy will be undermined. Government revenues will drop and the 
revenue base will shrink. Even the development of the entire rural economy 
will be seriously affected. 
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SMALL-SCALE ENTERPRISES 


SOLUTIONS TO PROFIT DISTRIBUTION PROBLEM DISCUSSED 
Beijing ZHONGGUO XIANGZHEN QIYEBAO in Chinese 22 Oct 86 p 3 


[Article by Fan Jun [5400 6511]: "An Examination of the Problem of Irrational 
Profit Distribution in Township and Village Enterprises"] 


[Text] Irrational profit distribution in township and village enterprise 
development no longer is merely a normal contradiction. We recently conducted 
an examination and analysis of the causes and dangers of and ways to resolve 
this problem. 


I. the Causes of Irrational Distribution 


One cause of this problem is that factory chiefs claim the lion's share of 
distribution. 


This problem occurs primarily in afew enterprises that "assign great 
responsibility" to factory chiefs. After remitting taxes to the state and a 
contracted amount of funds to townships and villages, these enterprises’ turn 
over remaining profits to the factory chief as his personal income or for him 
to distribute or control as he sees fit. This approach naturally provides 
factory chiefs incentive but also reverses the proper relationship between the 
State, the collective and the individual and overly and irrationally enlarges 
the income differential between factory chiefs, staff members and workers. One 
village-run plant, which has 85 employees, distributed a total of 91,000 yuan 
in wages and bonuses last year. Of this amount, 39,000 yuan, or 42 percent, 
went to the factory chief. 


Another cause of irrational distribution is that wages are set according to 
job type. A substanvial proportion of township and village enterprises have 
deviated from the principle of "distribut.on according to labor" and set wages 
according to job type. So long as someone is an administrative manager, he, 
like every other administrative manager, gets paid one grade-level higher than 
do other people, no matter low much work he does and regardless of the size of 
his contribution. 


A third cause of irrational distribution is that enterprises "set their own 
rules." 
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Because there is no unified national system governing wage distribution in 
township and village enterprises, enterprises have to "set their own rules." 
But in so doing, if the enterprises take the interests of the entire unit into 
account and set moderate profit targets, worker: wages and bonuses may end up 
low. On the other hand, wages and bonuses can also be set high. Altiiough a 
small number of townships and villages have drawn up unified regulations 
gcverning bonus distribution, these efforts often are not rooted in scientific 
thecry and practice and thus yield lopsided results. In one township, Garment 
Factory A earned an annual profit of 20,000-some yuan and distributed 20-30 
yuan in bonuses to workers each month; Garment Factory B, on the other hand, 
lost more than 700 yuan last year, yet workers received 50-some yuan a month 
in bonuses. It turns out that regulations governing bonus distribution drawn 
up by the township government overly stressed output value. Factory A is 
processing enterprise which has a low output value, whereas Factory Buse: 
imported raw materials [JIN XIAO] and has a high output value. It is thi: 
distinction that has led to this type of irrational distribution. 


II. The Dangers of Irrational Distribution 


One danger is that irrational distribution will exacerbate contradicvions 
within enterprises. 


(1) Worker enthusiasm will be dampened. Worker incomes are one-half to one- 
third those of management personnel and one-tenth those of factory chiefs. 
Nevertheless, workers put in as much as two to three times more work time as 
do management personnel, and with overtime, many workers put in as much time 
as factory chiefs. Workers do not demand equal pay for equal amounts of work 
but do believe that the work of factory chiefs is greatly overvalued. Because 
the remuneration accorded factory chiefs and employees is handled 
irrationally, strikes, work slowdowns and other problems occur frequently, and 
workers do not put any effort into piecework jobs for which it is impossible 
to set remuneration standards. (2) Irrational distribution leads to splits 
within enterprises. If the income of the factory chief is too high, 
contradictions between him and administrative managers will be unavoidable. 
Many managers will think that the success or failure of the enterprise is 
chief's problem, not theirs, and this view will make managers sit idly by wnen 
problems crop up. And more managers will act like yes-men to the chief's face 
but will sing his faults behind his back. All these tendencies will cause 
enterprises gradually to go downhill. 


A second danger is that irrational distribution will cause harmful social 
repercussions. 


(1) When one factory chief is not "assigned great responsibility" while his 
confreres in similar enterprises are so honored, he is bound to say, "My plant 
earns as much as 100,000 yuan in profit a year, but my income is only one- 
tenth of chiefs who are “assigned great responsibility" yet whose enterprises 
have total earnings of only 20-30,000 yuan a yea~. I do not understand this 
and cannot remain enthusiastic in my work. (2) M ny peasants say, "This kind 
of enterprise rarely benefits us; it is a small minority that gets all the 
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fat. So we will not lift a finger even if the plant burns down." (3) To a 
certain extent, the growing gap between rich and poor will lead to political 
polarization. 


III. Solutions 


One solution is to resolve the problem of irrational distribution between 
factory chiefs and employees. 


The key to resolving this problem lies in the kind of responsibility system we 
choose. Some localities have implemented contract responsibility systems for 
plant chiefs. This is a very good approach which stipulates that excess 
profits retained after base profits are remitted to superior agencies should 
not be given to one or several plant chiefs as personal income but be divvied 
up proportionately between the village, plant chiefs and workers as we try to 
improve the relationship among these three elements. 


Another solution is to resolve the problem of irrational distribution between 
administrative managers and workers. 


We can treat manager and worker bonuses together and link these with the bz.se 
wages that we are trying to establish in accordance with seniority and job 
types. We should establish an average bonus for employees and pay a_ subsidy 
according to the difficulty or hardship involved in each job type. in this 
way, we can rationally set manager remuneration at higher levels than worker 
pay and change the improper practice of setting wages purely according to job 
type. To increase management work efficiency, we can have leading managers 
concurrently handle miscellaneous administrative duties, and small enterprises 
can also allow all employees to perform multiple job types. 
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SMALL-SCALE ENTERPRISES 


WEAKNESSES IN SHANXI ENTERPRISE FINANCES ENUMERATED 
Beijing ZHONGGUO XIANGZHEN QIYEBAO in Chinese 25 Oct 86 p 3 


[Article by Cao Shengde [2580 3932 1795] and Qiao Qingcheng [0829 1987 2052]: 
"Overhaul of the Financial Affairs of Township and Town Enterprises Is 
Urgently Required: An Investigation of the Finances of Township and Town 
Enterprises in Yuci, Shanxi"] 


[Text] Recently, we conducted a survey of financial management in 78 township 
and town enterprises and 87 village and jointly run enterprises in Yuci City. 
The survey revealed the following problems. 


Financial Personnel Are Poor in Quality and Their Ranks Are Unstable 


Seventy percent of the 87 township [sic] enterprises surveyed lacked personnel 
who understand the Accounting Law and who have had specialized competence in 
financial affairs. Some of the accountants in these enterprises try to apply 
to industry the bookkeeping methods used in agricultural communes, and a 
number of new accountants lack specialized training in finance and accounting 
and thus do rv Jt have the faintest idea what financial accounting is all about 
and therefore cannot begin to supervise enterprise financial affairs. For 
example, one town's heating equipment plant, which went into operation in 
October of 1984, did not do any cost accounting for an entire year and did not 
discover that it was losing 80 fen on each radiator produced until specialists 
were sent to look into and verify the enterprise's finances. Besides a 
scarcity of quality personnel, there is also instability within financial and 
accounting ranks. Last year over one-half of the accountants in the 78 
township-run enterprises throughout the city were replaced. 


The System Is Flawed, and There Are No Rules and Regulations Governing 
Financial Management 


This problem is evidenced mainly in the management of cash funds. For example, 
some enterprises have no system governing expenditures, make payments on 
leadership say-s%, maintain huge amounts of cash on hand and keep piles of 
blank vouchers, and most of the outlays of these enterprises are not related 
to production. One town agricultural machinery plant kept 11,000 yuan in cash 
on hand and had no procedure for approving receipts, expenditures or loans. 
One of the plant's cashiers, for example, lent out 823 yuan without obtaining 
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either leadership approval or even an IOU, and the only record he bothered to 
keep was a “good-hearted entry" in his notebook. The flaws in the financial 
System are shockingly displayed in the control of materials, as well. 
Inventory control in many enterprises is a mess, records often are not kept 
for goods in storage, and valueless materials and low-price and short-lived 
goods are ordered or disbursed recklessly. These problems not only cause 
tremendous losses in wealth and material but alss provide opportunities for 
disorderly and criminal elements to engage in graft, embezzlement, 
speculation, profiteering and the like. 


There Are Imbalances Between and Reversals of Accumulation and Distribution 


This problem is prominently manifested in two ways. The first is the tendency 
of township governments (village residents' committees) to extract too great a 
share of enterprise profits. According to relevant regulations of the province 
of Shanxi, township governments can collect no more than 10 percent of unit 
pre-tax profits to cover supplemental social expenditures, but the amount of 
profits enterprises actually turn over to these governments greatly exceeds 
this limit. Some enterprises netting 6,000 yuan in profits a year had to hand 
over 5,600 yuan to one town government, leaving the enterprises only 400 yuan. 
The second way the problem is manifested is in the low accumulation rates of 
enterprises, some of which divvy and eat up all their profits. For example, an 
agricultural equipment plant in Changning Township had an annual output of 
12,000 yuan but a total wage bill of 20,000, leaving the plant with no 
retained profits but rather a loss of 8,000 yuan. Some enterprises depend 
entirely on loans for their circulating funds and would go under without these 
loans. Such enterprises can no longer develop on their own. 


Loans Are Used Irrationally and Are Not Paid Back on frime 


As of the end of last year, township and town enterprises in Yuci_ had 
defaulted on repayment of 3.45 million yuan in loans. The reasons for’ these 
defaults are as follows. (1) Loans are used irrationally, projects are not 
conscientiously examined or scientifically verified and enterprises engage in 
blind development. (2) Enterprises blindly increase investment in fixed 
Capital. Yuci's township and town enterprises have borrowed a total of 935,000 
yuan [this year?], 59,000 yuan of which were diverted to other uses. (3) Fund 
turnaround is sluggish, and there are vast amounts of accounts” receivable. 
Township enterprises alone have as much as 4.83 million yuan tied up as 
receivables. Meanwhile, some enterprises have been engaging in unplanned 
capital construction, and this has led to diversion tying-up of and squeeze on 
funds, increases in loan gr..its and extension of loan repayment terms. 


Governments Recklessly Apportion Additional Levies among Enterprises and 
Encroach at Will on Enterprise Earnings 


Municipal, township and village neighborhoods all turn to enterprises for 
money to fund operas, storytelling, road construction, tree planting and the 
like. The variety of these apportioned levies i3 unbelievable. For example, on 
one occasion, the Yuci Public Security Bureau exacted 1,000 yuan from the 
Guojiabao Agricultural Equipment Station for the purchase of a motorcycle. 


Some of these problems are caused by poor financial management in enterprises, 
some are caused by social factors that lie beyond enterprises and others are 
caused by defects in related policies. Failure to resolve these problems will 
surely impede the healthy development of township anu town enterprises. 
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SMALL-SCALE ENTERPRISES 


SICHUAN SMALL-SCALE ENTERPRISES MAINTAIN GROWTH | ‘OMENTUM 
Chengdu SICHUAN RIBAO in Chinese 7 Jul 86 p 1 


(Text] The gross output value of township and town enterprises in Sichuan 
reached 7.815 billion yuan in the first half of 1986, up 24.58 percent over 
the same period last year. Earnings, tax payments to the state, and, in most 
enterprises, profits, all went up simultaneously. In eight municipalities, 
prefectures, and autonomous prefectures, namely, Yibin, Deyang, Leshan, 
Liangshan, Zigong, Chongqing, Suining, and Nanchong, enterprises chalked up a 
faster growth rate than the provincial average. 


No sooner had the year begun than enterprises in the province had to confront 
a range of new difficulties. In some localities, distinctions were not made 
in accordance with government policies, funds were scarce, and work was not 
carried through, to the detriment of the development of township and_ town 
enterprises. With the cooperation of the departments concerned, the 
provincial CPC committee and government took the lead in organizing the 
enterprises' cadres and workers to study pertinent provincial circulars and 
carry out their spirit, draw distinctions in accordance with government 
policies, differentiate between normal business activities and unhealthy 
trends, persevere with reform, and invigorate the enterprises. By drawing 
distinctions in accordance with government policies, honoring contracts and 
fulfilling this year's tasks, enterprises in Guanghan County boosted their 
output value and profits by 68.7 and 63.5 percent, respectively, in the first 
half of 1986 over the corresponding period last year. Every locality also 
actively raised funds to finance the wrapping-up of projects, technical 
modernization, and horizontal economic linkages. After in-depth studies, the 
relevant provincial agencies formulated measures and guided the localities in 
solving the problem of fund shortage. According to incomplete data, after 
taking delivery of goods to offset loans, the agricultural bank and credit 
unions reported an influx of an additional 208 million yuan. This, coup ed 
with funds raised by the localities in a multitude of ways, ensured that a 
number of key projects were completed and put into production in time. 
Working capital required by some enterprises was also secured. At the same 
time, leading party and government organizations at the provincial level as 
well as departments in charge have sent an army of personnel to the grassroots 
to investigate, supervise, and speed up work, do their best to help the basic 


units sort out key problems, strengthen management, and breathe life into 
beleaguered enterprises. 
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AGRICULTURE 


REVIEW OF FARM MACHINE OUTPUT, SALES FOR FIRST QUARTER 
Beijing ZHONGGUO NONGJIHUA BAO in Chinese 20 Apr 86 p 3 


[Article: "First Quarter Farm Machine Production, Sales Heavy in the South, 
Light in the North"] 


[Text] I. Jiangsu 


In the first quarter of 1986 the farm machine industry in Jiangsu attained an 
output value of 358.41 million yuan, up 1.2 percent over the same period of 
1985. During March of that period the industry's output value totalled 137.74 
million yuan, for an increase of 35.5 percent over February. There were first 
quarter increases over the same period of last year in major farm machine 
products such as diesel engines, internal combustion generating sets, grain 
processing machinery, rubber-tired handcarts, boat gearboxes, and tractor 
fittings. This is attributed to the following causes: 


1. We exercise reasonable control over the pace of development. We must both 
continue to restrain burgeoning demand and improve supplies to stimulate 
production further. Jiangsu has provided prompt maintenance and replacement 
of field and farm machinery needed for spring plowing and production, such as 
cultivators, irrigation and drainage equipment, seeders, trench diggers, 
harvesters, short-distance transport vehicles, and so forth. Because the cost 
of materials for rubber-tired handcarts has risen there is now no profit to be 
sought there, but to meet the needs of society we have nevertheless produced 
112,000 of them, for an increase of 16.9 percent over 1985. 


2. We have increased production of famous and superior products and 
constricted output of ordinary goods. Market demand continues to increase for 
products that have been honored with national or industry awards for 
excellence. To meet consumer needs the counties indicated below have done all 
they can to orchestrate production increases: in the 1st quarter of 1986 
Output has improved at Changshu Diesel Engine Plant, Changshu Tractor Plant, 
Yangzhong Diesel Engine Plant, and Nantong Diesel Engine Plant. The output of 
products that are neither famous nor superior, such as walking tractors, has 
declined 5.9 percent. 


3. To meet farmers' needs, we have increased production of comprehensive sets 
of farm implements. For example, consumers enthusiastically welcome such 


82 





products as the zero-tillage triple-wheat seed drill, disk trench digger, 
rotary trench digger, paddy field driving harrow, and small seeder. 


4, We attach great importance to producing fittings for agricultural 
machines. During this 1st quarter the value of tractor fitting output reached 
75.17 million yuan, up 8.2 percent over the same period of 1985. 


Il. Zhejiang 


In 1985 there was a sharp increase in agricultural machinery sales in 
Zhejiang, and in the ist quarter of this year the brisk sales momentum has 
intensified rather than weakened. Two new characteristics have appeared in 
the farm machine market: 


1. Buying and selling have increased overall. In the 1st quarter net 
purchasing in Zhejiang rose nearly 15 percent over the same period of last 
year, sales grew 22 percent, and reserves increased 29 percent. Buying and 
selling are both brisk and the overall farm machine market is flourishing. 


26 Sales of small-scale farm machinery are booming and shcw no signs of 
decline. In this ist quarter sales of walking tractors have grown more than 
20 percent. Sales of small four-wheeled tractors have increased several tens 
of times, and now people are waiting in line to buy them. Net sales of power 
machinery have risen 34 percent. Past overstocks of the Gongnong-3 small 
walking tractor, which at one time was a slow mover, have al » been completely 
sold out. Water pumps are selling briskly--°- ething wh. h has_ occurred 
seldom in the past. The market situation ind. s that small-scale farm 
machinery has taken over the principle portion of irm machine sales. 


These new features emerging in the farm machinery market in Zhejiang are 
primarily due to new developments in the rural commodity economy and farmer 
demands for improved production conditions. Simultaneously, the focussed, 
opportune relaxation of rural credit has also increased farmers' buying funds. 


Ill. Fujian 


In Fujian 1st quarter sales reached 58,683,700 yuan, an increase of 13 percent 
over the same period of 1985, making this the best year in a long time. We 
have sold 96 medium and large tractors, 69 more than during the sune period of 
1985 and equal to 66 percent of the entire 1985 sales volume. Sales of 
walking tractors are particularly booming: we have sold 5,488 units, up 65 
percent from the same period of 1985 and equal to 44 percent of that year's 
annual sales. Because of production changes at Xiamen Rolling Stock Plant, 
Fujian's major power vehicle production plant, the power vehicle production 
line has been moved to Shaowu County and has not been able to undertake 
production this year. We have only been able to meet 40 percent or so of the 
need for power vehicles in Fujian. Now power vehicle stocks at prefectural 
and county companies everywhere are dep'cied and the market has long been sold 
out. 


In March farm machine sales reached a peak. The walking tractor sales volume 
for the month surpassed 2,000 units. Some overseas consumers brought foreign 
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exchange into farm machine import and export companies to purchase tractors, 
and these sales now number more than 100. Freight vehicles are also selling 
well: sales volume is up 27 percent over 1985 and many consumers are also 
demanding to purchase high-powered agricultural freight vehicles with large 
loading capacities. Right now the machine-buying fever is ascendent 
everywhere in Fujian, particularly so in coastal counties. 


IV. Liaoning 


Net sales of agricultural machinery in Liaoning totalled 81.79 million yuan in 
the ist quarter of 1986, a decrease of 12.1 percent from the same period of 
last year. Of this, net sales of medium and large tractors numbered 642 
units, for a 37.1 percent decline compared with the same period of 1985. 
Sales of small four-wheeled tractors continue to climb, increasing 9.7 percent 
over the same period of 1985. Net sales of maintenance fittings total 29,000 
yuan, up 11.5 percent over the same period of last year. 


Due to the decrease in sales volume for other products the market trend for 
the year will also show a decline: it is predicted that the range of the 
decline will be approximately 10 to 15 percent. The causes of declining farm 
machinery sales are as follows: 


1. In 1985 we were struck by natural disasters, and some farmers experienced 
declines in income and purchasing power. 


2. Agricultural loans decreased. 


3. In mechanized farm households the various taxes and fees were too numerous 
anc too heavy. This affected the results obtained in operating farm machinery 
and dampened farmers' buying enthusiasm. 


4, Readjustment of industrial composition, the second step in rural reforn, 
has just begun and the key cultivator households that are to produce on 
concentrated, contiguous land holdings have not yet really taken shape. We 
are still waiting to see about the demand for medium and large tractors. 


5. Township and town enterprises are now in a phase of reorganization, and 
the demand for farm and sidelines processing machinery is still at a 
standstill. 


6. Transport businesses dependent on farm machinery will gradually be 
replaced by automobiles. 


V. Guangxi 


Farm machinery sales for January and February in the Guangxi Zhuang Autonomous 
Region reached 34.52 million yuan, up 58 percent over the same period of 1985. 
We sold 3,689 walking tractors, for a 1.5-fold increase over the same period 
of last year. An increase of this scale has occurred very infrequently over 
the years. The reasons for this are as follows: 
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1. In recent years the rural economy has grown rapidly and farmer income ha3 
risen year after year. In February all agricultural banks began to grant 
credit. 


26 Some of the old, minority, and frontier regions, with state support, have 
worked hard to resolve their subsistence problems within a few years. 


3. In order to improve housing conditions farmers in plains areas and hilly 
regions have remodelled or built new lodgings. This year the state has had to 
transport machinery to maintain water conservancy facilities, expand the 
cultivated area on reclaimed wasteland, and resolve problems related to deep 
plowing and transporting farm and sidelines products. Consequently, it is 
projected that sales of medium and large tractors in 1986 will be 340 units 
higher than the base figure of 293 set in 1985. We are forecasting sales of 
around 300 freight vehicles for farm use, and we may sell 11,000 walking 
tractors and 15,000 S195 diesel engines. Sales of large and small trailers 
will increase correspondingly. It is predicted that 1986 sales of farm 
machinery in the autonomous region will total 16,000 yuan, or 12.5 percent 
more than in 1985. 
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AGRICULTURE 


DEVELOPMENT IN POOR MOUNTAIN REGIONS STUDIED 


Beijing NONGYE JISHU JINGJI ‘ECONOMICS FOR AGRICULTURAL TECHNOLOGY] in Chinese 
No 4, Apr 86 pp 7-9 


(Article by Peng Defu [1756 1795 4395], Ministry of Agriculture, Animal 
Husbandry, and Fishery: "A Few Agricultural Development Issues Concerning 
China's Impoverished Mountain Regions" ] 


(Text ] The impoverished area of China is composed of 209 counties in 
mountainous regions, accounting for 92.9 percent of the total, 12 counties in 
hilly country, accounting for 5.3 percent of the total, and only 4 counties in 
rolling flatlands. The land area measures 645,900 square kilometers, 
representing 6.7 percent of the total Chinese land mass, and it contains 120 
million mu of arable land, accounting for 8.1 percent of all arable land in 
China. The population stands at 86 million-plus, or 8.5 percent of the total 
Chinese population. In ‘983 22 counties distributed more than 200 yuan per 
capita to commune members, 42 counties distributed 151 to 200 yuan, 105 
counties distributed 101-150 yuan, and 56 counties distributed 100 yuan or 
less. Living conditions continue in an impoverished state. 


Consequently, as quickly as possible we must exploit and utilize natural 
resource advantages in hilly and mountainous regions, accelerate the movement 
of science and technology into the area, use science to conquer the mountains, 
and rapidly transform the backwardness of China's impoverished regions. 


I. Natural Resource Features and Seats of Poverty in Impoverished Regions 


Due to a north-south difference of about 20 degrees latitude in China's 
impoverished mountainous regions, and because patterns of zonal separation 
have formed different ecological environrents, agricultural resources 
characteristics are distinctly regional. These characteristics are as 
follows: 


1. The land is situated in out-of-the-way mountain areas on the frontiers or 
near provincial borders. For the most part these regions are marked by deep 
ravines and steep slopes that hinder traffic. Historically, these are remote, 
backward places that have long been revolutionary base areas in China. 


2. Aridity is the greatest obstacle to major growth in agricultural 
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production. The vast majority of impoverished regions are on arid slope-land. 
Based on typical calculations, slopes of 25 degrees or more account for 
approximately 47 million mu of arable land and for half of all arid slope- 
land. In Ankang Prefecture, Shaanxi, such land constitutes 50 percent of all 
arable land. In the Nulu'erhu Mountains, the Taihang Mountains, and _ the 
Liangshan Mountain region, most arable land is distributed on loess liangmao 
(4731 1475] slope-land of 10 to 35 degrees. Annual precipitation is scarce 
and concentrated, and spring and the summer dog days are dry 8 or 9 years out 
of 10. In Chaoyang Prefecture, in the Nulu'erhu Mountains, §8 million m of 
land was sown in the summer of 1982. Due to drought during the dog days of 
summer, 430,000 mu of seedlings died, 20 million mu of forest and 500,000 mu 
of orchards withered, and people and livestock had trouble finding water to 
drink in more than 5,000 villages. One-third or more of the arable land in 
impoverished regions is "harvested at the mercy of the weather." Spring and 
summer droughts and iutumn waterlogging are constant threats to agricultural 
production. 


3. These regions hold the headwaters for most of our river systems, and water 
loss and soil erosion are severe. Impoverished regions situated at the 
headwaters of the Liao He, Fen He, Yuan Jiang, Li He, Wu Jiang, and Hongshui 
He, each one a major river, and along the middle reaches of the Nu Jiang, 
Lancang Jiang, and Jinsha Jiang, suffer relatively severe water loss and soil 
erosion due to forest destruction. Most of the peasants gather forest wood 
for fuel. The ecological environment is deteriorating day by day, leading to 
riverbed siltation along the middle and lower reaches and posing a serious 
tnreat to croplands, cities, and towns on the lower reaches of these rivers. 


4. Natural resources are abundant and varied, but the people have not yet 
fully exploited the advantages of a diversified economy. The impoverished 
regions are distributed in the temperate zone, the subtropical zone, and the 
nortnern fringe of the tropical zone. Solar heat and natural environmental 
resources are abundant and diverse. For example, in the Nulu’erhu Mountains, 
apples, Chinese chestnuts, walnuts, and haws are grown; in the Luliang 
Mountains, jujubes and walnuts are grown; in the Taihang, Qinba, Dabie, 
Wuling, and Hengduan Mountains, the special local products include economic 
forests, traditional Chinese medicinal materials, rare animal and plant life, 
and every kind of forest resource; in southeastern Yunnan and the valleys of 
various subtropical mountainous regions there are water and temperature 
advantages for developing economic forests to grow tropical fruit crops such 
a3 longans, litchis, banana ana canna varieties, and spices. There are large 
deposits of mineral resources such as coal, petroleum, and nonferrous metals, 
and there is also a major hydropower capacity. There are extensive 
opportunities for economic diversification, but these advantages have not been 
successfully exploited because "the concentration on grain nips all other 
pursuits in the bud." 


5. Minority nationalities live in compact communities in most of these 
regions, and science, education, and technology are behind the times. Compact 
communities for each of 20 or more different minority nationalities--including 
the Mongols, Miao, Tujia, Yi, Hui, Zhuang, Hani, Lisu, Dulong, Nu, Naxi, Zang, 
Bai, Yao, Dong, Bouyei, and Shui--make up one-fifth of the population in the 
impoverished regions outside of the Luliang, Taihang, and Dabie Mountains. 
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Science, education, and technology are backward. According to the 1982 
national census, illiteracy among rural inhabitants over 12 years of age 
reaches 50.7 percent in Yunnan, 49.2 percent in Guizhou, and 33.9 percent in 
western Hunan. Because mountain Jife is difficult and working conditions are 
less than ideal, and due to the thin distribution and significant brain drain 
of scientific and technical personnel, talented scientists and technicians are 
becoming more noticably rare or absent and this is seriously affecting 
economic development in mountain regios. 


II. A Few Agricultural Development Issues in Impoverished Mountain Regions 


A. Make Rational Readjustments in Industrial Composition, But Do Not Let Up 
On Grain Production 


Farming is still the predominant industry in impoverished mountain regions, 
and grain accounts for 70 to 80 percent of all cultivation. In 1983 grain 
crops were sown on 154 million mu, representing more than 80 percent and as 
high as 88 percent of all sown cropland. Among grain crops, dryland grain 
crops such as corn and potatoes formed the greatest proportion. However, 
because of drought, poor soil, and extensive cultivation, the effective 
irrigation area comprised only 20.8 percent of all arable land. Approximately 
one-fourth of the counties, housing some 20 million peasants, had insufficient 
grain, one-half had enough for subsistence, and one-fourth had a_ slight 
surplus. Consequently, in readjusting industrial composition in impoverished 
areas, we must carry out a policy of unrelaxed grain production in combination 
with active development of the diversified economy. We must adapt our actions 
to local conditions and gradually revise grain crop cultivation to concentrate 
it in low-lying river valleys and land along dammed rivers, where yields are 
relatively stable and fairly high. This will help us maximize advantages, 
minimize disadvantages, reduce water ioss and soil erosion, and strive for 
high yields. In cold mountain regions or those with deep soil layers we can 
energetically develop high-yield crops like potatoes and corn, and this will 
play a major role in resolving the grain ration for mountain residents, 
developing fodder and food processing, and providing seed potatoes for river 
valley and dam areas. In the Luliang and Taihang loess soil regions 1 jin of 
chemical fertilizer may raise grain yield by 3 to 5 jin: its effects are 
obvious. The state should stress support for fertilization, as it is very 
Significant in resolving grain shortages in these areas. To make the best use 
of our topographic advantages we should gradually withdraw cultivation and 
restore forests and livestock pasturage on arable slopes of 25 degrees or 
above. Where the grain ration is insufficient we may buy grain from the state 
on credit. Generally, at less than 300 meters elevation and in river valleys 
we should concentrate production of grain, cotton, and oil-bearing crops; land 
at 300 to 500 meters should be used fc~ multipurpose development of farming, 
forestry, animal husbandry, and economic forest fruit crops; at 500 to 800 
meters, mixed forests of broadleaf evergreen and deciduous trees should be 
useG as primary timber production zones; at over 800 meters elevation, where 
coniferous trees predominate and there are patches of buskwood and grassland, 
we should establish bases for water-source conservation forests to be used for 
timber and traditional Chinese medical materials, and we should develop the 
livestock industry. Thus, in mountainous regions we must implement a three- 
dimensiona* composition of farming, forestry, and animal husbandry, undertake 
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Multilevel utilization, and exploit mountain resources in a comprehensive 
fashion. We must actively disseminate techniques for drought-resistant 
cultivation, and we must make known our experience in comprehensively managing 
minor river basins by constructing high-standard terraced fields, building 
dams to retain water and create fields, and combining forestry, irrigation, 
and pasturage. 


B. Establish Bases for Product Dominance and Vigorously Develop Township and 
Town Enterprises 


Based on agricultural resource surveys and farm district classifications, we 
must begin by selecting advantages in famous or special local products and 
establishing bases for product dominance. In the Liao and Mongol regions of 
the Nulu'erhu Mountains we must vigorously develop a temperate fruit 
production base based on apple growing. Northeastern Hebei is a primary 
production zone for Chinese chestnuts, walnuts, haws, pears, and other 
economic forest fruit crops, and the region also abounds with wild stands of 
glossy ganoderma and ginseng. Qinglong County is our major -xport base for 
Chinese chestnuts, and it is also a national test site for small hydroelectric 
plant constructicn. We can use its hydroelectric resources to develop a 
series of economic forest fruit products. In the Luliang and Taihang 
Mountains we can process jujubes, apricots, persimmons, and other economic 
forest fruit crops for multiple purposes, and we can plant forests of drought- 
resistant, soil-improving locust trees to use as mine timbers in expanding 
small coal pits. We can establish bases for traditional Chinese medical 
materials in the Qinba Mountains, where Gastrodia elata roots, Chinese alpine 
rush, Chinese thorowax roots, weeping forsythia pods, and Chinese goldthread 
rhizomes grow, as well as in the Dabie Mountains, where native fuling grows, 
and in the Hengduan Mountains, where there is a rich assortment of wild 
medicinal resources. In the subtropical regions we must make the best use of 
river valleys and of southeastern Yunnan to develop bases in economic forests 
to produce special subtropical fruits and ligneous-plant borne food<« «nd oils: 
citrus, longans, litchis, banana and canna varieties, spices, Chinese tallow 
trees, raw lacquer, tung oil trees, and tea-oil trees. We should also use 
small energy industries to promote development in processing industries 
handling agricultu’*al and sideline products. 


C. Several Measures For Developing Forest Regions 


1. Ways of developing funding sources in mountainous regions are as follows: 
The state may adopt special policies and preferential measures. Funds to 
Support construction in the "old, frontier, poor, minority” mountain regions 
should be diverted from relief efforts and grain production development to 
workable projects. We should direct our investments, and we must help to 
develop special local mineral resources. State factories and mines must 
diffuse their products to mountainous regions. We must help expand township 
and town enterprises. We must process agricultural and sideline products and 
use them for multiple purposes. We should act in accordance with the 
experiences of other nations. On behalf of the upper reaches of rivers, the 
lower reaches must be responsible for dredging. Taxes on mountainous regions 
should be used primarily to develop forests to conser’ river and water 
sources. The state should effect preferential policies on credit amounts and 
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must use locally collected funds and 3 labor t truct highways, and 
a portion of state-granted grain, cotton, th, €X] yes, and other daily 
necessities and manufactured goods s 1ld be invested in hignway nstruction. 
State-levied highway tclls snould be used largely for ? ‘al trat 
and communications. We should encourage pe ant eratively perate 


vehicle and boat fleets and horse 3 pping und 
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to Ankang line, and sc iorth) and channel d 3U iS on tne Han Jiang 
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To surmarize, we must rapidly transform t ! rt r mountain regions. 
Wwe mu both have a macrcecouomic, trateg in, and we must look for a 
ODreakthiough by resolving poverty and richm problems that face particular 
localities. miy if we integrate tne tw { in re at wr) e in we ensure 
that science and technology will move fo mountain 1 ns and that iclence 
will transform the mountains. 
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AGRICULTURE 


DECLINE IN NUMBER OK 

Hefei ANHUI RIBAO 

[Unattributed article: umber 0! PS in Inventory in Anh wer Than Last 
y . 4 mre ~ : tm ) y } Cc ff 

Year at Same [!ime; Commerciai Department Propose Three 5. :ns 


[Text] It has been learned | e Anhui Commerce Department that according 
to reports submitted by | il and city | lepartments and calculations from 
surveys of 23 key counties, at the « t Auvust there were tewer bogs in in- 
ventory in Anhui than at t same time last year. On a regional basis, the 
Jianghuai area and the areas along and south of the Chang Jiang showed slight 
increases, the main reduction coming in the principal production region north 
of the Huai He. fhe number of large hogs in inventory declined; fattened hogs 


over 130 jin declined 14 percent from the same period last year. Brood sows 


and piglets declined more than 10 percent. 


There are currently two problems in live production that merit attention. One 
is that there has been no turnar (| in the decline in feed in the main pro- 
duction areas. The hog inventory in the Fuyang region as of the end of August 
this year was 18 percent below that the time last year. The decline for 
lhis is certainly related to the 
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drought attacking the fall grain. It apy] rs that the outlook for hog pro- 
duction in the Fuyang area remait essimistic tor this winter, next spring, 
and even the first half of next year. econd, there are still great fluctua- 


, 
lf of last year, as grain prices 


| 


brood sows and piglets was even 
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tions in hog production. ince the second ha 
have risen the inventories of brocd sows and piglets has gone up and down, 
varying greatly. Sales and purchases of hogs have gone up and dowm as well. 
At the same time, Anhui’s fattened hogs are basically all of the fatty type 
with little lean meat, not suited to consumer demand. 


The main reason for the instability in hog production is *’.e unreasonable 
difference in prices between hogs and grain. Grain prices are high, feed is 
expensive, meaning that hog-raising costs are high. When grain is abundant, 
the peasants are willing to fil! the troughs, but when grain harvests are poor, 


they do not want to buy grain to feed their pigs. 


The planning office of the mmerce department proposes that adequate attention 
be paid to hog production in the main production areas. The necessary support 
measures must be taken, especially in giving preferential treatment in supplies 











and prices to households that teed and breed hogs. Second, purchase and sale 
contracts for hogs should be implemented. Consideration should be given to 
seasonal price differences, with a margin for floating prices in the busy and 
slack seasons set to maintain the profitability of hog-raising households and 
ensure that there be a steady supply of hogs coming on the market in the slack 
season. The necessary economic measures must be taken to properly utilize feed 
grain and ensure that contracts be fulfilled on time. Third, market controls 
should be strengthened. The province currently has 27,000 private butchers, 

more than half of whom are unlicensed. Lax controls, poor quarantine procedures, 
tax avoidance, and the sale of dead or diseased hogs all are regular occurrences. 
It is proposed that all areas enthusiastically implement uniform buthering, 
quarantine, and tax-collection methods 
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AGRICULTURE 


FORESTRY DEVELOPMENT ENCOURAGED 
Kunming YUNNAN RIBAO in Chinese 24 Oct 86 p 3 


[Article by Shi Xinchen [0670 2450 6591]: "Exploit Forestry Advantages and 
Create New Financial Mainstay; Report on Fifth Session of 'Conference on 
Enriching the People and Vitalizing Yunnan'"] 


[Text] The fifth session of the "Conference on Enriching the People and 
Vitalizing Yunnan" held talks on developing Yunnan's forestry and forest 
products industry and the creation cf a new financial mainstay; participating 
in the talks were more than 30 theoreticians and workers. A report follows. 


I. How Should the Province's Forestry Advantages Be Evaluated? 


One view holds that in terms of the volume of resources and forestry production 
conditions, forestry is advantageous for Yunnan. The province's forests have 
reserves of 1.32 billion cubic meters, making it first in the nation. At the 
same time, Yunnan has only 1.8 mu of cultivated land per capita, whereas there 
are 4.4 mu of forest per capita. This testifies to a tremendous potential for 
forestry production. Another viewpoint holds that we must treat this advantage 
more analytically. The forestry advantage that people speak of is in fact a 
resource concept. This is quite different from the goal of ecoromic advantage 
that we are actually pursuing. Moreover, this resource advantage is a relative 
concept obtained because of the appraisal criteria used in China, a forest-poor 
country. In fact, Yunnan's per capita forest area is one-third the world level, 
and forestry production levels are even lower. Not only is there a low rate of 
forestry marketing, but the ecological conditions for forestry-dependent agri- 
culture are worsening daily. Yunnan's forestry deficit is now 10 million cubic 
meters, and forest cover is reduced 0.1 percent annually. The ecology is 
severely out of balance, there are constant fires, and the resources of some 
forestry enterprises are exhausted. In this circumstance, stressing the 
forestry advantage is not as accurate as stating that forestry has already hit 
bottom. A third viewpoint holds that forestry should be evaluated overall] 
according to organic laws, and the economic, social, and ecological benefits 

of forestry. From this viewpoint, Yunnan forestry and forest products industry 
are basic industries. They are the first step in vitalizing Yunnan's economy, 
especially the rural, mountain economy, an advantageous mainstay industry that 
can be turned into a financial mainstay. However, in terms of present condi- 
tions, it is a weak sector of the economy whose inferiority has a dominant 
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effect; before any economic advantage can be exploited, it requires both an 
infusion of outside support and a startup of its internal vitality. 


Il. What Is the Critical Problem? 


Some comrades believe that the reason Yunnan's forestry is a giant in terms of 
resources yet a dwarf economically is, essentially, the necessary result of the 
natural, social, and economic properties of forestry and a socioeconomic eftect 
characterized primarily by this province's low-level farm economy. The crucial 
problem here is that the undiversified grain cultivation of the backward pro- 
duction system is unable to satisfy the population's demand for grain and 
energy, thus unwittingly turning forests into land used for cultivation and a 
source of energy and thereby laying the basic conditions for an inward-extrac- 
tive structure and a primitive mode of operations and leading to a vicious cycle 
of population growth, decreasing biological production, and declining ecological 
quality. No forestry production system has been created that is suited to the 
resources structure, ecological structure, funds and technology structure, 
scale of returns, and outside changes and to export-oriented, light-industry- 


oreinted, decontrolled, and developing forestry products structure ani knowledge- 


intensive requirements. 


III. Main Attack Objective and Measures 


The comrades attending the conference suggested that given present macroeconomi: 
and social conditions it is not possible to rely on large-scale outside input 
to provide funds and technology. It is only possible to seek new growth points 


within forestry. Reform vigor and management factors must be used to strengthen 
the functions and benefits of the system to achieve forestry self-development. 
The key objectives should be: 


1. Serious attention must be paid to operational development and basic con- 
struction in poor forestry areas, forestry construction in forest-poor areas, 
and affcrestation of more than 100 million mu of barren land in eastern Yunnan. 


2. Investment should be focused on constructing commodity bases for special 
industrial raw materials and on developing leading industries and products; 
the extractive structure should gradually be adjusted to a developing forestry 
industry structure based on paper pulp and papermaking, and the development of 
a series of subtropical industrial forest products. 


3. Modern forestry is a broad concept that includes all prouuction operations 
for the development of surface and underground resources within a forest 
ecological system. Our field of vision must, therefore, be expanded to empha- 
size multifunction, multigoal operations; a technical policy that meets the 
need must be set to attack a whole series of technical problems such as a farm 
ecology process dominated by the problem of grain. 


IV. Focus on Supporting Forestry Through Policy Input 


Comrades at the conference also suggested that exploiting and realizing the 
forestry advantage must be achieved through a combination of inside and outside 
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support. Support for forestry must be scientific, comprehensive, focused, ard 
exemplary; it must also involve preferential policies. Support of forestry 
through preferential policies is the main form of outside support. The 
comrades’ specific proposals included 10 preferential policies, such as 
exempting enterprises from income taxes, investment in torestry, and so on. 


Some comrades believe that if we truly achieve a shift in strategic policy for 
forestry and vigorously implement policy input, then Yunnan forestry will be 
able to be turned into a new financial mainstay. 
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AGRICULTURE 


EVOLUTION OF MODERN AGRICULTURAL SCIENCE 


Beijing ZHONGGUO NONGYE KEXUE [SCIENTIA AGRICULTURA SINICA] in Chinese No 2, 
1986 pp 2-4 


{Article by Huang Peimin [7806 0160 3046], Chinese Academy of Agricultural 
Sciences: The Development of Modern Agricultural Science and Its Present 
Task" ] 


[Excerpt ] As far as the Chinese situation is concerned, scientific 
agricultural research must integrate modern biotechnology and bioengineering 
techniques with traditional production techniques. We must establish a system 
of agricultural production techniques that possesses peculiarly Chinese 
features: comprehensive development in agriculture, forestry, animal 
husbandry, fishery, and sidelines and composite operation of agriculture, 
industry, and commerce to bring about high yields, stable output, high 
quality, and low waste. In addition, we must see to it that each major 
production sector shifts to the new technological foundation in a planned 
fashion. At the same time, we must vigorously strengthen weak links in the 
development of scientific agricultural technology, attach great importance to 
basic efforts and theoretical research, and take the initative to seek out new 
Ways to raise production so as to develop and attain the necessary scientific 
and technological reserves in the long run. 


"Economic construction must rely upon scientific and technical progress, and 
scientific and technical work must be oriented toward economic construction." 
If scientific agricultural research is to achieve this support position and 
arrive at the proper orientation, we must initiate cooperative efforts to 
tackle the key problems of how to raise agricultural production and achieve 
agricultural modernization. According to the agricultural modernization 
policy and development goals set by the "CPC Central Committee Proposal on the 
Formulation of the Seventh Five-Year National Economic and Social Development 
Plan," current scientific agricultural research should be focused primarily on 
the following six fields: 


I. Resee ch on Comprehensive Management in Key Regions and on the 
Constructi «a of Modern Commodity Bases To Produce High, Stable Yields of Top- 
Quality P oducts 
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Based a survey of agricultural resources and the results of a preliminary 
Study of farm district divisions, the following seven regions have been 
selected because of their broad national impact and high potential for 
increased yields, and because they can be built into modern commodity bases 
producing high, stable yields of top-quality products: the Huang-Huai-Hai 
Plain, the Middle-Lower Chang Jiang Plain, the Songnen-Sanjiang Plains, the 
Southern red-soil and yellow-soil hill country, the Loess Plateau-Sanxi Arid 
Region, Hainan Island and Xishuangbanna tropical crop areas, and the Xinjiang 
Basins. We must regard these regions as key national construction projects 
for conducting comprehensive research. To the extent we are able, we must now 
begin with certain regions that produce rapid returns on small investments, 
such as those areas on the Huang-Huai-Hai Plain, the southern red-scil and 
yellow-soil hill country, and the Loess Plateau wnere farming and animal 
husbandry are intermingled and precipitation is around 350 mm per year. 
There, in line with the different regional characteristics we must use 
investigative research and typical test region practices to propose technical 
programs for comprehensive management and for building modern commodity bases, 
and we must also carry out large-scale trial demonstrations. Thereafter, we 
can further augmuent our studies of comprehensive management in other regions, 
expand trial demonstrations, and improve results from the commodity bases we 
build. 


II. Research on Environmental Protection and on Establishing a Highly 
Effective Production Mix 


Modern agricultural production demands that we treat the production mix in a 
region as an overall ecological system, with an eye to improving multiple 
productive forces throughout the region and protracted productive forces 
throughout the production cycle. ight now we should focus on launching 
orientation surveys and systematic engineering studies on different types of 
regions and various kinds of production patterns, and we should propose 
technical plans for revising rural industrial composition and restoring and 
developing a sound ecological environment. As we are carrying out capital 
construction on farmland and expanding the planting industry, we snould also 
propose technical steps for capital construction on forest land, pastureland, 
mountain land, and fishing fields. We should research the best uses of solar, 
thermal, water, and fertilizer resources in different natural areas, and we 
should improve the multiple crop index, increase agricultural output value, 
and put together a complex, highly effective production mix featuring overall 
coordination and ustained growth. This will truly put Chinese agricultural 
production on a sound ecological and environmental footing based on rational 
material cycling, resource regeneration, and improved soil fertility. 


Ill. Research To Set Up a Comprehensive, Complementary Technical System 
Featuring High Output, Top Quality, and Low Waste 


Since the 1960's one of the most spectacular developmental fields in 
agricultural production throughout the world has been the widespread 
application of techniques to artificially regulate and control rapid growth 
and high yields. However, these methods have produced consequent high energy 
consumption and high costs. We must draw a lesson from this experience and 
research a technical system that fits China's national conditions, emphasizes 














biological measures, and produces high output, top quality, and low waste. 
Right now we need to focus on breeding various new breeds of high-yield, top- 
quality, resistant agricultural crops, livestock, poultry, silkworms, and 
bees. We also need to augment research on simplified, labor-saving, energy- 
Saving cultivation techniques, initiate dynamic checks on fertility, and 
diagnose soil and plant nutrition. Then we must correspondingiy propose 
fertilizer compound ratios and scientific application techniques to raise the 
chemical fertilizer utilization ratio from the current 30 percent to 35 
percent or more. We must study new ways to use water resources economically, 
and we must develop low-energy sprinkling irrigation, drip ir:‘ication, and 
Other water-saving irrigation techniques in order to raise the irrigation 
water utilization rate to 40-50 percent or higher. In producing certain cash 
crops, forest fruits, and vegetables, we should adopt tissue culturing, 
reproductive regulation, and artificial regulation and control techniques to 
achieve rapid growth, high output and top quality in cultivation and to 
produce balanced, year-round supplies. In managing livestock and pouitry 
husbandry we must develop fodder sources, study feed compounding plans and 
scientific rearing methods, and increase remuneration for livestock and 
poultry feed. In addition, we must dramatically increase slaughter rates and 
body weights among hogs, sheep, and cattle, raise milk output and milk 
butterfat content in dairy cattle and goats, improve egg production in laying 
chickens, and increase the output and quality of all kinds of livestock 
products. 


IV. Research into Comprehensive Prevention and Control of Drought, 
Waterlogging, Coid Damage, and Harmful Organisms To Ensure Secure and Steady 
Yield Increases 


Because China is situated so that it is affected by the monsoon belt and a 
continental climate and at times experiences damage due to drought, flooding, 
waterlogging, and low temperatures, we should consider defenses against these 
damages to be a long-term strategic responsibility. Right now we should 
stress research into the time of occurrence, the frequency, and the climatic 
features associated with drought, flood, and low temperature damages in 
different regions, and we should study comprehensive defensive measures to 
check disaster and preserve production. As for diseases, insects, weeds, 
mice, and other harmful organisms, because of changes in the agricultural 
ecosystem and the effects of blight and insect sources introduced from abroad, 
there are now more than 20 kinds of blights and insect pests that seriously 
threaten grain and cotton production--up from 11 kinds at the end of the 
1950's--and losses run 10 to 15 percent or more. Every year weed damages 
severely threaten approximately 300 million mu and mice run rampant over about 
100 million mu of land. Moreover, the application of chemicals year in and 
year out to control blights, insect pests, and weeds has resulted in 
environmental pollution, product contamination, and increased resistance in 
harmful organisms. Now we must focus on studying the patterns of population 
growth and decline, germ transmission, and contagious disease prevalence, as 
welt as the degree of harm associated with them. We must also determine 
economically effective prevention and control targets and develop new means of 
monitoring, forecasting, and diagnosing problems. Finally, we must develop 
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V. Research into Techniques To Preserve the Quality of Farm and Livestock 
Products in Storage and Transport, Process Them in Production Areas, and Use 
Them for Multiple Purposes 


To varying degrees, farm and livestock products are all characterized by 
dispersed production and easy spoilage and loss. Right now, because we lack 
Suitable advanced processing, storage, and transport techniques and small 
machines, tools, and facilities, many farm and livestock products rot in th_ir 
production areas and some go bad before they make it to urban markets or are 
collected for storage and transport. Now we must emphasize research to come 
up with techniques for processing, preserving, storing, transporting, and 
making multipurpose uses of potatoes, fruits, vegetables, soybeans, 
cottonseed, rapeseed oil, and other agricultural and livestock products. This 
should include using microwaves, irradiation, climate regulation, chemical 
control, and other modern techniques; extensively developing avenues for using 
"waste materials" and "by-products"; and switching from shipping out 
"unprocessed materials" to shipping out "refined materials or semi-finished 
goods." Moreover, to achieve the above technical goals we must design and 
manufacture suitable small, multi-functional plants, machines, tools, and 
facilities. 


VI. Enhance Basic Efforts, New Technical Applications, and Theoretical 
Research, and Find New Ways to Increase Agricultural Output 


As agricultural production expands and agricultural modernization advances, 
the degree of reliance on progress in scientific agricultural techniques will 
grow greater and greater. Consequently, as we study how to resolve the major 
scientific and technical production problems facing us we must also #nhance 
basic efforcs and theoretical research in agricultural science, add _ to 
scientific reserves, and open up new ways of increasing agricultural output. 
Right now we must continue to learn about various natural agricultural 
resources, we must amass germplasm resources for assorted agricultural crops, 
livestock, poultry, natural biological pest controls, agricultural 
microorganisms, and so forth, and we must build up data bases and germplasm 
banks for all sorts of natural resources. We must initiate studies to 
evaluate and exploit various resources. In different regions we must 
establish try-nets for regional varieties, fertilizers, agricultural 
pesticides, and new techniques, and we must set up fixed observation stations 
to monitor soil fertility, blight and insect outbreaks, and information on 
agricultural conditions. To implement resource development and utilization 
and to work out district divisions and plans to provide reliable, systematized 
basic resources, we must also enhance research into the applications of 
bioengineering techniques, electronic computers, remote sensing, isotopes, 
irratiation, and other new techniques in agricultural production and 
scientific research. We must study theoretical issues on regulating geraplasm 
creation and iriheritence patterns and growth and development processes in 
agricultural organisms, and on patterns of chemical change in goods. Finally, 
we must study strategic, macroeconomic, administrative, and technical reform 
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measures in agricultural development, and we must conduct research on economic 
evaluation, scientific and technical information, market news, and so forth in 


order to supply leading departments with a scientific foundation for 
macroeconomic poiicy decisions. 


To sum up, the task that faces us in agricultural science is to focus on 
increasing unit yields, gross yields, quality, and output values so as to 
constantly improve labor productivity, land productivity, the ratio of 
marketable products, and overall economic results. This will contribute toa 
quadrupling of gross annual industrial and agricultural output value and the 
complete realization of agricultural modernization by the end of this century. 
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AGRICULTURE 


BRIEFS 


GUANGXI ENCOURAGES FRUIT PLANTING--The Guangxi Regional Party Committee and 
government recently formulated a new policy to encourage the masses to promote 
fruit production. The main content of this new policy is as follows: 

1) Orchards built on waste land will be exempted from the special product tax 
for 2 to 5 years; 2) The ownership >f fruit trees shall be held by those who 
plant the trees; 3) Joint-operation fruit plantations and fruit processing 
enterprises shall be exempted from the income tax for 3 years; 4) Restrictions 
on the prices of fruit products shall be lifted; 5) Fruit production and 
marketing units can sign production and marketing contracts between them; 

6) Counties and townships are encouraged to establish fruit production, supply, 
and marketing or agriculture, industry, and commerce joint-operation enter- 
prises; and 7) One percent of fruit processing enterprises’ taxable profits 
shall be drawn to found a fruit development fund, and all fruit ‘narketing 
departments shall pay 1 percent of their gross procurement value as a 
technological improvement charge. [Summary] [Nanning Guangxi Regional 
Service in Mandarin 1100 GMT 20 Oct 86 HK] /9738 


ZHEJIANG AFFORESTATION ACHIEVEMENTS--Zhejiang Province has achieved gratifying 
results in afforestation. The percentage of forest cover has climbed from 
36.5 percent in 1979 to about 45 percent at present. The acreage of barren 
and nearly barren mountain lands has been reduced by some 10 million mu. Since 
reform of the forestry production system, more than 60,000 households 
specializing in forestry and family-owned tree farms have emerged in the pro- 
vince. New timber-producing forests totaling 2.53 million tm were built 
during the Sixth 5-Year Plan. This brought the total acreage of such forests 
in the province to some 6 million mu, and the timber reserve to more than 100 
million cubic meters, or 1l percent higher than the 1979 figure. [Summary] 
[Hangzhou Zhejiang Provincial Service in Mandarin 1000 GMT 7 Oct 86 OW] 

/9738 
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TIANJIN SAVINGS DEPOSITS--By the end of October, the rural savings deposits 
of Tianjin municipality reached 1.19 billion yuan, a 39-percent increase over 
the corresponding period of last year, and overfulfilling the annual target 

2 months ahead of schedule. At present, the per-capita savings deposits in 
the rural areas of the municipality amount to 327 yuan, a record high. 
[Excerpt] [Tianjin City Service in Mandarin 1430 GMT 21 Nov 86 SK] /9738 
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QINGHAI RURAL SAVINGS DEPOSITS--According to the Provincial Agriculture Bank, 
by the beginning of October, the amount of savings deposited by rural fairs 
and towns of Qinghai Province with all agriculture banks throughout the pro- 
vince had reached some 191 million yuan, an increase of 30.99 million yuan 
over the end of last year. The province overfulfilled its quota for the whole 
vear 80 days ahead of schedule. [Summary] [Xining Qingnai Provincial Service 
in Mandarin 2330 GMT 29 Oct 86 HK] /9738 


SHAANXI RURAL SAVINGS DEPOSITS--The amount of rural savings deposits of 
Shaanxi Province has reached some 2.25 billion yuan. Our province has over- 
fulfilled its quota for the whole year by 57 percent 3 months ahead of 
schedule. The per capita savings deposits of the agricultural population of 
the whole province is some 91 yuan, an increase of 22 yuan over the beginning 
of this year. [Summary] [Xian Shaanxi Provincial Service in Mandarin 0030 
GMT 29 Oct 86 HK] /9738 


BEIJING RURAL PEASANT INCOME--In the first nine months cf 1986, the average 
per-capita income of peasants in the outskirts of Beijing reached 569 yuan, 
of which some 354 yuan came from commodity production, accounting for 62 
percent of their total income [Summary] [Beijing BEIJING RIBAO in Chinese 
8 Nov 86 p 1 SK] /9738 


HUBEI WATER CONSERVANCY SYSTEM--The water conservancy system of Hubei Province 


has carried out a comprehensive operation. As a result, it has achieved 
marked economic results. During the Sixth 5-Year Plan period, it produced 
some 70,000 tons of pond fish and 5,500 tons of fruits, and afforested 
150,000 mu. Its gross output value reached some 330 million yuan. Our 


province has some 6,300 large and small reservoirs, some 150,00 sets of 
mechanical and elecctrica] drainage and irrigation facilities, some 2,000 
Sluice gates, and river embankments, some 9,000 kilometers long. [Summary] 
[Wuhan Hubei Provincial Service in Mandarin 1100 GMT 12 Nov 86 HK] /9738 


TOBACCO PROCUREMENT PRICE ADJUSTED---The Yunnan Provincial People's Government 
recently issued a notice to the effect that when the new 1986 tobacco goes on 
the market procurement prices for leaf tobacco will be adjusted to promote an 
increase in the proportion of higher grades. The adjustment in procurement 
prices for flue-cured tobacco involves two aspects: One aspect is to effect 
an external price subsidy for high-grade tobacco leaf. That is, based on the 
procurement price currently in effect, an external price subsidy will be 
offered on the three grades of high-grade tobacco. Included among these, 
Zhonghuang Grade 1 tobacco will be subsidized 5 yuan per dan, Zhonghuang Grade 
2 will be subsidized 8 yuan per dan, and Shanghuang Grade 1 will be subsidized 
5 yuan per dan. The second aspect is to lower the procurement price for 
inferior grades of leaf tobacco. This includes decreasing Shanghuang “rade 5 
tobacco from 35 yuan to 25 yuan per dan, Qingyan Grade 2 from 35 yuan 1.2 15 
yuan per dan, Qingyan Grade 3 from 15 yuan to 5 yuan per dan, and the last 
grade of tobacco from 10 yuan to 5 yuan per dan. This adjustment in 
procurement prices for flue-cured tobacco weighs the interests and endurance 
capacities of public finance, farmers, and tobacco factories, with a view to 
increasing price differences between different qualities of tochacco. This is 
a further enactment of the policy of "high prices for high quality, low prices 
for low quality," to encourage farmers to produce more high quality tobacco to 
meet cigarette production and consumer needs. [By Xu Liangdong [1776 5328 
2767] [Text] (Kunming YUNNAN RIBAO in Chinese 5 May 86 p 2] 12510 
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© September, the per capita peasant 
cash income in the province was more than 187 yuan (deducting income from 
loans), an increase of more than 9 yuan over the same period last year, 
Sr an increase of 5.1 percent. [Excerpt] ([Ku:.ning YUNNAN RIBA 
Chinese 16 Mov 86 p 1] 


SOYBEAN OUTPUT--The area sown to soybeans in Heilongjiang, Jilin, 
Liaoning, and Nei Monggol is 49,420,000 mu, an increase of 560,000 mu 
over last year. Estinatzd gross output is 5.3 billion kilograms, an 
increase of 8.17 percent over last year. [Excerpts] [Beijing ZHONGGU 
SHANGYE BAO in Chinese 6 Nov 86 p 1] 


JIANGSU RURAL SAVINGS--As of the end of October, rural savings in Jiangsu 


reached 7 billion yuan for the first time, an increase of 1.82 billivs 
yuan since the beginning of the year, and a 49.2 percent increase over 
the same period iast year. [Excerpt] [Nanjing XINHUA RIBAO in Chinese 10 


Nov 86 p 1} 
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LABOR 


DETAILS OF LABOR SYSTEM REFORM EXPLICATED 

Beijiig BANYUETAN [SEMI-MONTHLY] in Chinese Nos 18, 19, 1986 
(Article: "Questions and Answers on Labor-System Reform" ] 
[No 18 pp 20-22] 

[Text] Question: Why must China's labor system be reformed? 


Answer: The current labor system provides for centrally mandated guarantees to 
labor, central work assignment and permanent employment and thus suffers from 
stifling over-centralization in worker guarantees and work assignment and from 
rigid life-long employment practices, in which workers can enter but can never 
leave or be dismissed from a job. Enterprises lack autonomy in recruitment and 
thus cannot get the personnel they need or get rid of the people they do not 
need. And workers to a certain extent do not have the right to choose their 
Own careers. This employment system impedes invigoration of enterprises, 
mobilization of employee enthusiasm, reform of the economic administrative 
System and development of a socialist, planned, commercialized economy and 
thus must be reformed. 


Question: What are the principal elements involved in labor-system reform? 


Answer: The reform will focus on the recruitment system and include four main 
elements. First, we will popularize the labor-contract system for new 
recruits. Second, we will recruit openly, ensure selection of quality 
personnel and eliminate such practices as "passing jobs down from parents’ to 
children" and "internal hiring" of employee children. Third, we will grant 
enterprises the authority to fire employees who violate labor discipline. And 
fourth, we will establish unemployment and old-age insurance systems. 


Question: What is the labor-contract system? 
Answer: The labor-contract system is a means by which we can change the 
current practice of relying solely on administrative measures to assign and 


recruit workers; employs labor contracts which will enable workers to choose 
enterprises and enterprises to select employees through mutual consultation on 
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the basis of equality; and utilizes economic, legal and administrative 
measures to establish and adjust labor relations between enterprises and 
workers. 


Question: What kinds of things will labor contracts deal with? 


Answer: Labor contracts will set forth the quantitative and qualitative 
targets that workers must achieve and the tasks they must fulfill; establish 
probationary periods and lengths of contracts; define productive and working 
conditions; govern remuneration, insurance and welfare benefits; stipulate 
standards of labor discipline; set forth tne responsibilities that violators 
of contract provisions must bear; and deal with other things that the parties 
to contracts decide to include. 


Question: Are contract-system employees the same as contract employees? 


Answer: No. The labor-contract system treats workers as formal enterprise 
employees, whereas in the use of contract employees, a practice that was 
employed in the past, workers are treated as temporary employees. 


Question: What similarities and differences will there be in the treatment of 
contract-system employees and original enterprise personnel? 


Answer: The labor-contract system is a new type of employment system that 
permits workers to be hired for long periods or short and to come or go more 
freely, that is stable yet possesses necessary flexibility, and that 
incorporates the strengths and eliminates the defects of the permanent 
employment system. Contract-system employees hired for permanent positions 
that are subject to the state's wage-plan standards enjoy the same rights as 
original personnel with respect to working conditions and to the opportunity 
to work, to study, to participate in democratic enterprise management, to 
receive political honors and material incentives, and the like. 


Generally speaking, contract-system workers will enjoy wages, labor insurance 
and welfare benefits equal to those of permanent personnel in similar job 
types and positions in the same enterprise. What will be different is that, 
for contract-system employees, overly large "guarantees" of labor insurance 
and welfare benefits will be reduced, but the proportion of wages set 
according to performance will be increased, and thus wages adjustments will 
compensate for the reduction in labor insurance and welfare benefits these 
employees receive. These employees will also enjoy the same rights to bonuses, 
wage subsidies, minimum food rations, grain-ration subsidies, safety 
equipment, cost-of-living allowances and the like as original permanent 
personnel in the enterprise. 


Contract-system workers will also enjoy equal maternity leave and leave for 
occupational illness or injury. 


Upon retirement, these workers will be covered by social security, which will 
be handled by special departments under labor administration agencies. 
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Question: How will the wages of rehired contract-system workers be set? 


Answer: Rehired contract-system workers who resume their previous type of work 
will, upon qualifying through examination, be paid at their original wage 
rate. Those workers who change job types will, during probation, be paid at 
rates not less_ than two grades below their original salary scale; after 
probation these workers' pay rates will be set through examination. 

Question: Under what circumstances may enterprises terminate Labor contracts? 


Answer: Enterprises may terminate labor contracts in four situations: (1) When 
it is determined that a probationary contract worker does not meet employment 
qualifications; (2) when workers suffering from illness or non-occupational 
injury cannot resume work after expiration of the medical leave to which they 
are entitled; (3) where workers are discharged for violation of labor 
discipline pursuant to the Provisional Regulations Governing Disciplinary 
Dismissal in State Enterprises; (4) wnen enterprises are declared bankrupt or, 
having reached the verge of bankruptcy, are required by law to undertake 
consolidation and are within this statutory consolidation period. 


The contracts of workers who are dismissed, expelled or sentenced to labor 
reeducation or prison are subject to automatic termination. 


Question: Under what circumstances may enterprises not terminate labor 
contracts? 


Answer: Enterprises may not terminate labor contracts in four situations: 
(1) Where the contract has not expired and where conditions permitting 
termination do not obtain; (2) when a labor appraisal committee determines 
that a worker is incapacitated by occupational illness or injury; (3) where 
workers suffering from non-occupational illness or injury are still within the 
medical-leave period to which they are entitled; (4) during maternity leave. 


Question: When may workers terminate contracts’ 


Answer: Workers’ may terminate their contracts in four situations: (1) Where 
relevant state agencies determine that poor safety or sanitation conditions 
seriously endanger worker health; (2) where enterprises fail to render 
remuneration as stipulated in the contract; (3) where workers, with enterprise 
approval, pay their own way to study at secondary vocational schools and 
above; (4) where enterprises fail to fulfill the terms of the contract or 
violate state policy, law or regulation or infringe upon the lawful rights of 
workers. 


Question: How will the benefits and lengths of medical leave for injured or 
sick contract-system workers be determined? 


Answer: Contract-system workers who suffer from non-occupational disease or 
injury will be given 3 months to 1 year of medical leave depending on their 
length of service in their units, and leaves for those employees having more 
than 20 years of seniority may appropriately be extended. The medical expenses 
and sick pay accorded these workers during medical leave will be the same as 
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those provided to permanent employees. And a worker whose contract is 
terminated due to to his inability to resume work after his medical leave has 
expired will receive from his enterprise a medical allowance equal to 3 to 6 
months' salary at his regular pay rate. 


[No 19 pp 28-30] 


[Text] Question: Under what circumstances will workers whose contracts have 
been terminated receive living allowances from their former enterprises? 


Answer: Workers whose contracts have expired or are terminated due _ to 
inability to resume work after expiration of medical leave and workers’ who 
terminate contracts under qualifying conditions are entitled to receive at the 
end of each full year following contract termination a living allowance from 
their former enterprises equal to 1 month's salary at the previous regular pay 
rate. The number of allowance payments to which these :orkers are entitled is 
equal to the number of years of service these workers rendered in their 
former enterprises, but the total amount of payment may not exceed _ the 
equivalent of 12 month's previous salary. Workers whose contracts were 
automatically terminated, in accordance with provisions in the Provisional 
Regulations Governing Disciplinary Dismissa. in State Enterprises, because of 
dismissal, discharge, expulsion or sentencing to labor reeducation or to 
prison and workers who voluntarily leave their jobs are not eligible to 
receive living allowances. 


Question: How will pensions be funded? 


Answer: The state will provide retired workers with a system of social 
security. Enterprises and contract-system workers will pay into pension funds, 
the enterprise contributing an amount equal to approximately 15 percent of the 
employee's total wage and the employee paying the equivalent of no more than 
3 percent of his regular wage. When pension funds are insufficient, the state 
will provide appropriate subsidy. 


Question: How will the size of pension payments to contract-system workers be 
set? 


Answer: After retirement, these workers will receive a pension payment each 
month until death. The amount of these payments will be determined, at 
different ratios, according to the number of years the worker paid into the 
pension f'und, the amount of his contributions and his average salary levei 
over a certain period of time. Medical expenses, funeral subsidies, pension 
payments to the direct family members of deceased workers and relief payments 
will also be provided pursuant to relevant state regulation. Workers who paid 
into the pension fund for a relatively small number of years may receive their 
pension payment in a lump sum. 


Question: How will disputes between the parties to labor contracts be handled? 
Answer: Disputes should be resolved through consultation, but if consultation 


does not work, then disputes should be taken to labor arbitration committees, 
which will decide the cases. If there is dissatisfaction with the decisions 
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rendered by these committees, then the disputes may be taken to local People's 
Courts. 


Question: What principles should state enterprises follow in hiring workers? 


Answer: In hiring workers, state enterprises should adhere to state wage-plan 
Standards, employ only candidates who have been properly trained, recruit 
openly, examine everything, select only the most qualified applicants and 
carry out the labor-contract system. 


Question: Why must we eliminate the practices of "passing jobs down from 
parents to children" and “internal hiring"? 


Answer: These practices arose several years ago, when there was great pressure 
on urban labor employment, and to a certain degree played a positive role at 
that time. But the practices often tend to lower recruitment standards, foster 
dependent mentalities among a small number of unemployed youth, deny some 
youth equal opportunity in choosing careers, make employee ranks irrational, 
reduce employee quality and prevent enterprises from obtaining the labor force 
they need. Thus the practices should be eliminated. 


Question: What kind of behavior can employees be fired for? 


Answer: Employees can be fired if they display any of the following types of 
behavior and do not respond to reeducation efforts or to administrative 
disciplinary punishment: (1) Serious violations of labor discipline that 
affect production or order in the work place; (2) causing economic loss 
through violation of machine operating procedures, damage to equipment or 
tools, or waste of materials or energy; (3) providing poor service, frequently 
quarreling with customers or harming consumer interests; (4) refusing to 
accept normal work transfers; (5) corruption, theft, gambling, embezzlement, 
graft or other irregularities that are not serious enough to. warrant 
prosecution for criminal offense; (6) starting quarrels, picking fights or 
beating others without justification, seriously disrupting public order; 
(7) committing other serious mistakes. 


Question: What happens if fired employees are dissatisfied with dismissal 
procedures? 


Answer: If dissatisfied with dismissal procedures, fired employees have 
15 days from the date they receive the dismissal notice to file an appeal with 
the local labor arbitration committee, which will then hear the case. If there 
is dissatisfaction with the decision rendered by the arbitration committee, 
then the case may be appealed to the local People's Court. 


Question: What types of employees may obtain unemployment compensation? 


Answer: (1) Employees of enterprises that are declared bankrupt; (2) employees 
laid off by enterprises that are on the verge of bankruptcy and within their 
statutory consolidation period; (3) employees whose contracts were annulled or 
terminated by their enterprises; (4) employees fired by enterprises. 
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Question: How will payment of unemployment assistance be determined? 


Answer: Employees in categories 1, 2 and 4 above will, based on their average 
monthly regular salary 2 years prior to departure from the enterprise, obtain 
unemployment assistance in accordance with the following procedure. Workers 
who have 5 years or more of service will receive not more than 24 months of 
assistance; payments during months 1 through 12 will equal 60 to 75 percent of 
workers' average monthly regular salary, and payments during months 13 to 24 
Will amount to 50 percent. Workers having less than 5 years of seniority will 
receive not more than 12 months of assistance, payments of which will equal 60 
to 75 percent of the workers' average monthly regular salary. 


Workers whose contracts were annulled or terminated by their enterprises will 
be paid unemployment assistance in accordance with the above procedures after 
deducting for the total amount of living allowance they iave received. 


Question: Under what conditions will workers no longer be eligible for 
unemployment compensation? 


Answer: Workers will no longer be eligible for unemployment compensation when 
one of the following conditions obtains. (1) The assistance to which workers 
are entitled runs out; (2) when workers are reemployed (including self- 
employed work); (3) when workers refuse, for the second time, without 
sufficient cause in either case, work arranged by relevant agencies. 


Question: How will severance pay and pensions be paid to employees of bankrupt 
enterprises or workers laid off by enterprises that are on the verge of 
bankruptcy and within their statutory consolidation periods? 


Answer: Prior to the establishment of a national social security system, the 
severance pay or pensions of such workers or of employees who are within 5 
years of the statutory departure or retirement ages and who meet the 
requirements for departure or retirement when unemployed will be paid out of 
local general retirement funds pursuant to locally determined standards, where 
such funds have been established or, where such funds have not’ been 
established, will be paid for the time being, pursuant to existing standards, 
out of unemployment insurance funds. 
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CONSTRUCTION 


GANSU PEOPLE'S CONGRESS MEETS ON CAPITAL CONSTRUCTION 
HK181603 Lanzhou Gansu Provincial Service in Mandarin 1100 GMT 14 Nov 86 


[Excerpt] The 2lst meeting of the 6th Provincial People's Congress Standing 
Committee held a plenary meeting this morning to listen to the reports by the 
Provincial People's Government on controlling the scale of capital 
construction and completely investigating the situation of projects under 
construction and the situation in the management of the use of agricultural 
funds. 


(Li Yongjing), vice chairman of the provincial planning commission, reported 
to the meeting the situation in controlling the scale of capital construction 
and completely investigating the situation in the projects under construction. 
He said: Since the beginning of this year, capital construction throughout 
our province has progressed relatively smoothly, and the scale of investment 
been controlled. Investment has increased slowly, the number of projects 
under construction has been reduced, the investment structure has improved, 
and economic results have been markedly raised. At the same time, there have 
also existed problems such as insufficient funds for construction and reserves 
for some projects and the drop in quality of construction. Eleven prefectures 
and cities, including Tianshui, Lanzhou, (Baiyin), Wuwei, and Dingxi, have 
completed their investigation work. He said: Next year, the provincial 
authorities will be prepared to continuously control the scale of capital 
construction, readjust the investment structure, guarantee the key projects, 
and raise the investment benefit. 


While (Zhu Yaling), deputy secretary general of the provincial government was 
reporting the situation in the management of the use of agricultural funds, he 
said: During the 6th 5-Year Plan period, the provincial authorities took the 
following measures for investment and management of agricultural funds: 


1. They persisted in growing grass and trees, developing diversification, and 
promoting the readjustment of the internal agricultural structure. 


2. They persisted in regarding township enterprises as the starting point to 
promote the development of rural commodity production. 
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3. They firmly grasped the construction of Dingxi and Hexi regions and the 
work of helping the poor to speed up changing the outlook of the poorer 
regions. 


4. They applied the method of providing work as a form of relief to 
strengthen [words indistinct]. 


5. They constantly perfected the method of investment of funds. 


The adoption of these measures played an important part in promoting the 
development of our province's rural economy. 
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TRANSPORTATION 


GOALS OF RAILROAD DEVELOPMENT DURING SEVENTH 5-YEAR PLAN 
Beijing RENMIN TIEDAO in Chinese 12 Aug 86 p 3 


[Article by the Political Department of the Harbin Railway Bureau: "Let Us Be 
the Vanguard in Achieving the Strategic Goals of the Seventh 5-Year Plan"] 


[Excerpts] This class will focus on the basic strategic goals of railroad work 
during the Seventh 5-Year Plan, the situation that railroads will confront and 
the position they will occupy during the plan, and the roles Communist party 
members should play in achieving the objectives of railway work during this 
period. 


I. What Are the Basic Strategic Goals of Railroad Work during the Seventh 5- 
Year Plan? 


During the Sixth 5-Year Plan, China's 3 million railroad employees carried on 
their excellent tradition of arduous struggle and obtained heartening results 
in transport, capital construction, industrial production and railroad-work 
development and completed the plan's targets for freight and passenger volume 
1 year ahead of schedule. In 1985 freight volume hit 1.27 billion metric tons, 
17 percent more than in 1980; passenger traffic reached 1.1 billion persons, 
up 21.7 percent from the same period; and passenger-freight converted turnover 
reached 1.059 trillion tons-km, breaking the "trillion mark" for the first 
time, for an increase of 48.5 percent over 1980. But because China's economy 
continues to grow, shortfall in railroad transport capacity remains quite 
pronounced, and the difficulties of buying tickets, getting seats, and 
shipping freight have become the weak link in national economic development. 
Thus the party fraction of the Ministry of Railways [MOR], seeking to meet the 
needs involved in achieving steady, sustained, and coordinated development of 
the national economy during the Seventh 5-Year Plan, drew up a grand blueprint 
to change the backward state of China's railroads. This plan calls fora 5- 
year fight to transform railroad management from a production-oriented mode 
into an open operational format, to shift from a managerial approach that 
imposes limits on transport to one that begins to adapt to transport demand, 
to strengthen our ability to transform and develop our industry, to improve 
service, to instill new spirit into the industry, to make railroad work less 
passive and more active, to initiate a benign cycle, to lay the groundwork for 
economic development during the 1990s and to help achieve the strategic task 
of quadrupling gross industrial and agricultural output value by the year 


Lig 





2000, as proposed the 12tn CPC Congress. The basic points of the 
aforementioned blueprint are as follows. 


1. The "three changes in direction" constitute basic, strategic changes in 
railway work. The change from a production-oriented mode to an open 
Operational format and the shift from a managerial approach that imposes 
limits on transport to one that begins to adapt to transport demand will force 
the railroad industry to stop considering merely how to fulfill a few required 
production targets and to begin actively deciding policies and making plans 
under the guidance of the unified state plan. In terms of returns on 
investment, we must strive to achieve the best possible economic results in 
railway transport; to satisfy the people, we must obtain the best possible 
social benefits in railway transport; and to ensure a quadrupling of gross 
industrial and agricultural output value by the end of this century, we must 
use railroads to build more railroads, obtain long-term results in rail 
transport, make transport capacity basically meet transport demand and meet 
the new needs created by economic development and by rising standards of 
living. 


2. Transport production tasks included in the railroad industry's struggle 
objectives in the the Seventh 5-Year Plan meet the needs involved in achieving 
Stable, sustained, and coordinated development of the national economy. 
Railroad transport production during the Seventh 5-Year Plan will grow more 
rapidly than it did during the Sixth 5-Year Plan, with freight volume 
increasing by an average of 65 million metric tons annually, passenger 
traffic by an average of 58 million persons annually and converted turnover 
volume reaching 1.4 trillion tons-km a year by 1990, a 33 percent increase 
over the figure for 1985, and investment in construction will be 33.2 billion 
yuan, of which 46 percent is earmarked for the upgrading of old lines. Thus 
the "three difficult" problems will basically be resolved during the Seventh 
5-Year Plan. 


3. Expansion of capacity has been established as a central task, we will wage 
a good fight to effect two major types of improvements in the industry, and 
the weak links in railway work have been spotlighted. These past few years, 
transport capacity has failed to increase, so the railroad industry has not 
been able to play its leading role very well, which shortcomings to a certain 
degree have impeded development of the national economy. To promptly turn this 
Situation around, the party fraction of the MOR has decided to make capacity 
expansion the focus of strategic deployment under the Seventh 5-Year Plan and 
to have the industry wage a resolute fight to effect two major improvements 
and thus, with a flick of the brush, zeroed in on the the key points affecting 
railroad work. The railroad industry will be able to lift its head in pride 
one day so long as we concentrate manpower, material resources and financial 
muscle according to the Seventh 5-Year Plan and win the fight to effect two 
major improvements: of production capacity and product quality, which work 
will involve strengthening and upgrading 16,000 km of busy trunk lines in the 
northeast and along the coast, greatly increasing comprehensive transport 
capacity and vigorously improving rolling-stock manufacturing. 


4, Priority has been placed on reform, which decision reflects the resolve of 
the MOR party fraction concerning reform. During the Seventh 5-Year Plan, the 
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entire railroad industry must implement reform of management, transport 
organizational form, the mix of industry, capital construction, technological 
transformation, science and technology and other areas. This decision 
demonstrates the bold resolve of the party fraction to effect reform, 
indicates that breakthroughs will be made in the reform of the railroad 
industry's economic administration during the Seventh 5-Year Plan, and lays 
the groundwork for us to strive over the next *% years or more to lay a 
foundation for a socialist economic system bearin; Chinese characteristics. 


II. Great Effort Is Needed To Accomplish the Railroad Industry's Strategic 
Objectives during the Seventh 5-Year Plan 


The strategic objectives of the Seventh 5-Year Plan provide all railroad 
employees with a plan for the development of a modern, socialist railroad 
industry. This plan was devised through thorough and careful research, 
repeated testing and verification, detailed discussion at national railway 
work conferences and broad exchange of opinions from all sides and is 
scientifically based and workable. First, we should note transport production 
achieved during the first half of this year. The number of freight cars loaded 
daily has been steady at 70,000 for 4 straight months, and national converted 
turnover volume increased 6.8 percent over the same period last year. Thus 
tapping potential, expanding capacity, leading the work to quadruple 
agricultural and industrial output and realizing the "three changes’ in 
direction" have already become common themes in the hearts of all railway 
employees. Second, we should note that the railroad industry's struggle 
objectives during the Seventh 5-Year Plan represent targets that must be 
reached if we are to achieve stable, sustained and coordinated economic growth 
and that these targets are high. This year, for example, freight transport 
volume must reach 1.33 billion metric tons, an increase of 4.7 percent over 
the level of 1985; converted turnover volume must reach 1.14 trillion tons-km, 
up 10.7 percent over 1985; transport revenues must reach 24 billion yuan; and 
for the entire year, we must load an average of 70,000 or more freight cars 
per day, each with a net load of 52 tons. These five targets are high and will 
not be achieved if we do not fight for every bit of increase. Third, we should 
note the difficulties and problems the railroad industry will confront during 
the Seventh 5-Year Plan. (1) The first 2 years of the plan will be a period 
of difficulty for the industry. Transport targets will increase greatly, yet 
many technological transformation projects will not go on line until the last 
phase of the plan, and thus there will be acute contradictions between 
transport capacity and demand during the first 2 years of the plan. (2) The 
basic conditions for railroad development need to be improved. Internally, the 
industry is not advancing very rapidly in terms of science and technology; 
equipment is outdated; and the industry's material foundation is too weak for 
the volume of freight railroads will have to carry. Externally, there is 
insufficient coordination in the regional distribution of economic development 
and railroad construction, and railroad finance and price policies remain 
irrational, which defects impede the industry's efforts to upgrade and develop 
itself. (3) The quality of railroad workers remains low, traditional concepts 
persist, the industry depends to a large degree on past experience in making 
decisions and providing guidance, making it difficult for the industry to 
respond to new trends and new tasks. (4) Railroad reform has just begun, and 
the industry lacks experience. Especially troublesome is the fact that the 
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effort, begun this year, to implement the economic contract responsibility 
system throughout the industry coincides with a downturn in trarsport prices 
and volatility in commodity prices and thus involves a certain amount of risk. 
(5) Even though the railroad industry will be a priority in national 
development and will receive a considerable amount of investment during the 
Seventh 5-Year Plan, that investment will fall far short of actual need. Thus 
we face a stern test, and the grand blueprint of the Seventh 5-Year Plan will 
not prove easy going and will require tremendous effort. 
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TRANSPORTATION 


PLAN TO BUILD JINSHANWEI INTO INTERNATIONAL PORT DISCUSSED 
Changsha JINGJI DILI [ECONOMIC GEOGRAPHY] in Chinese No 3, Aug 86 pp 167-170 
[Excerpt] 11. Advantages of Jinshanwei Area in Developing Maritime Transport 


Jinshanwei is located on the north shore of Hangzhou Bay, 73 km southwest of 
Shanghai City, near the proposed site for the Dongfang Dagang Mr Sun Zhongshan 
advocated years ago in his "Fundamentals of National Reconstruction." 
According to historical accounts, more than 600 years ago, this area was the 
site of one of the most important natural ports on China's southeastern coast 
and was very prosperous at that time. Only in the last 100 years was the 
harbor replaced by Shanghai, which developed on the lower reaches of the 
Huangpu Jiang, and the area still boasts superior advantages for the 
construction of a modern port and the development of maritime transport. 


A. Natural Advantages 


1. Jinshanwei is located on the north shore of Hangzhou Bay, faces the Pacific 
Ocean and is sheltered by the Zhoushan Qundao and Shengsi Liedao, which lie 
farther out to sea, and the Greater and Lesser Jinshan Islands, which are 
closer to shore. These islands provide natural protection and serve as 
effective buffers against the winds and waves of the Pacific and against 
typhoons. According to measurements conducted for the Jinshanwei area, 
southeasterly winds predominate (occuring 45 percent of the time), and wind 
speeds exceeding Force 6 [on the Beaufort scale] occur only 3 percent of the 
time. The highest wind velocities, reaching 23-29 meters/second, are produced 
by typhoons, but typhoons and cold waves occur only a few days each year. 
Ordinarily, wind speeds are low and waves are small, cresting at around 0.38 
meters. Local fishermen say that on calm days, waves are 3 chi high out past 
the mouth of Hangzhou Bay and nonexistent in the bay. 


2. Hangzhou Bay is the outer extension of the Qiantang Jiang estuary, the 
water source [SHUIYUAN; depth?] of the bay is typically -8 to -10 meters and 
the bottom of the bay is flat, with relatively little undulation. Between the 
mouth of the bay and the islands, depths reach 12 to 40 meters owing to 
existence of deep troughs etched by strong tidal currents. Two km off the 
shore of Jinshanwei there is a natural trench that averages more than 10 
meters in depth, that has depths greater than 15 meters across a width of 
1,500 meters, that is stable and thus that permits passage of giant ships. 
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3. Geomorphologically, wave erosion and silting alternate along the Jinshanwei 
coast, cumulative change resulting from these processes is slight and the 
shore thus is fairly stable. According to historical records, over the past 
100 years or so numerous construction projects have been undertaken to protect 
and strengthen the shoreline. Especially important is the fact that, over a 
long period of time, a beach 300-800 meters long and 2.5 meters high has been 
formed along the coast. Ali we have to do is to fill this land in and raise it 
to a height of 4-8 meters so we can reclaim it from the sea and avoid losing 
any farmland when we construct the port. This is the most favorable condition 
for developing land in the harbor area after the port is constructed. 


4, Tidal range in the vicinity of Jinshanwei is large, averaging 3.92 meters, 
and the highest recorded level is 6.24 meters. The deep trenches and the high 
tides will enable 50,000 metric-ton ships to enter the harbor. This is the 
greatest advantage of the Jinshanwei area for the development of maritime 
transport. 


5. Silt in Hangzhou Bay, estimated at about 7 million metric tons, comes 
primarily, via diffusion, from the mouth of the Chang Jiang, and its 
longitudinal and latitudinal movement is quite strong. Measurements. have 
determined that, in general, wave erosion occurs in a northerly direction, 
and silting, in a southerly direction. The silt-load level in the Jinshanwei 
area averages 0.71 kg/cubic meter, half that of Luchao Harbor and one-third 
that of Ganpu, and the lowest in Hangzhou Bay, thus making it easy to maintain 
shipping-channel depths. 


Of special note is the fact that, according to the analysis corducted by 
Professor Chen Jiyu [7115 0679 0151] of the Delta Research Institute of East 
China Normal Universit: Shanghai, the dam that is being built near the three 
gorges of the Chang Jiang will block the flow of much silt, and thus it is 
estimated that 70 percent of the river's silt will be deposited in the 
reservoir. Therefore, once the dam is completed, the Chang Jiang will no 
longer discharge large volumes of silt, and so it is possible that Hangzhou 
Bay will be deepened along its shoreline and that the backflow and 
sedimentation of silt will be reduced in the bay. 


B. Economic Conditions 


Analyzed from an economic angle, Jinshanwei possesses many distinct advantages 
for the construction of a port and the development of sea transport. 


1. Jinshanwei has already developed into a fairly complete satellite city 
centered or petrochemical production, which industry can serve as_ the 
foundation of the new port. 


In 1977, the state decided to build the Shanghai Petrochemical Plant. Over the 
past few years, following the construction of the plant, a new, fairly large 
Satellite city has grown up along the coast at Jinshanwei. In 1984, the 
population of this new city reached 73,000, and 35 percent of all employees 
brought along dependents. Public facilities of the municipal government are 
very good, and basic needs have been met in terms of commercial service, 





education, health, culture and entertainment, so the city has become one of 
the most complete of Shanghai's satellite communities. The third stage of the 
petrochemical plant's development, centering on the production of 300,000 tons 
of ethylene, is about to begin. Jinshanwei is a key area in the development 
of Shanghai's economy and has been made, in the municipality's planning, the 
southern flank of Shanghai City, and some people are even thinking of building 
a subdivision of Shanghai near Jinshanwei that would have a population of 1 
million or more. Thus Jinshanwei will play an increasing role in the 
development of Shanghai's economy. 


2. Jinshanwei is located some distance from Shanghai City and so will not 
interfere much with the city itself. 


Another advantage of developing a port near Jinshanwei is that it the project 
would not interfere very much with Shanghai City. The port of Shanghai is 
concentrated along the banks of the Huangpu Jiang, and the large volume of 
short-haul shipping the port handles congests traffic and causes a certain 
amount of pollution in the city, where transport is already very congested and 
has become an explc3sive issue. Jinshanwei is located 73 km from Shanghai City. 
So if a port is constructed to develop foreign-trade shipping and if 
warehouses and some processing facilities are set up as_ self-contained 
systems in Jinshanwei, we can reduced pressure on Shanghai City promote and 
the outward expansion of the city. 


3. The Port of Jinshanwei is located near Shanghai's major industrial 
districts and thus provides nearby shipping, loading and unloading. 


Major industrial zones on the south flank of Shanghai are the Jinshanwei 
Petrochemical Industry District, the Minhang Electrical Machinery Industry 
District, the Wujing Chemical Industry District, the Songjiang Light and 
Machine-Tool Industry District and the like. The Jinshan Petrochemical 
Industry District is located right near Jinshanwei, and the Minhang, Wujing 
and Songjiang industrial districts and the Caojing Industrial District, whictl. 
is now being planned, are no more than 30 km distant. Now, as the policy of 
opening up to the outside world is being put into practice, and as the Minhang 
Industrial District initiates export-oriented development, emphasizing imports 
of foreign capital and technology, the establishment of a foreign-trade port 
at Jinshanwei will facilitate development of external liaison efforts of each 
industrial district and the growth of the Minhang Development Zone. 


4, When a port is built at Jinshanwei, ships no longer will have to navigate 
the narrow, shallow mouth of the Chang Jiang or the busy Huangpu Jiang. Ocean 
ships, especially large-displacement vessels, can proceed directly to 
Jinshanwei to dock, load and unload, thus reducing shipping distance and 
improving economic results. 


5. Transportation is well developed, creating excellent conditions for the 
collection and distribution of goods. 


Transportation is well developed in the Jinshanwei area, and there is 
convenient access to rail, highway and waterway transport. 
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As for railways, there is the Jinshanwei branch line, which connects’ the 
Jinshan Petrochemical Industry District with Xingqiao in the north, where the 
line connects with the Shanghai-Hangzhou Railway and the national rail 
network. The branch line, however, is greatly underutilized, serving asa 
Suburban rail line having only 4 arrivals and departures daily for 
passenger and freight traffic. 


A highway goes to Shanghai City and connects with other blacktop roads going 
to the Minhang, Songjiang, Wujing and other industrial districts. The Huangpu 
Jiang Bridge links Jinshanwei with routes leading from Shanghai to other parts 
of the county. Construction of a multifunctional rapid-transit system 
(comprised of an elevated highway, a subway, anda light gauge railway) 
running from Jinshanwei in the south, through Shanghai City, to Baoshan in the 
north is about to begin. Once completed, this artery linking the northern and 
southern flanks of Shanghai is sure to make communications between Jinshanwei 
and Shanghai more convenient. 


In water transport, the Jinshan area is part of the Tai Hu system, a dense 
network of waterways. The Taipu He, the Jinhui Tang and other branch waterways 
connect Jinshanwei directly to the Huangpu Jiang, and Tai Hu and the Sicheng 
Canal provide links to the Chang Jiang and the waterway networks of the Tai Hu 
area. Thus Jinshanwei is connected to a vast hinterland, and the collection 
and distribution of goods is very convenient. 


6. The Jinshanwei area forms the coast of the Shanghai-Hangzhou-Ningbo golden 
triangle, which is the heart of the Shanghai economic region, comprises a vast 
hinterland boasting a prosperous economy, a large population and an abundance 
of products and represents one of China's richest and fastest growing areas. 
One of China's three huge nuclear power plants is under construction nearby, 
at Qinshan in Haiyan County, Zhejiang, and high voltage power lines coming 
from the Gezhou Dam power station will, when completed, pass eastward through 
this area. So from now on, supply of electricity will also be more abundant. 


In sum, whether analyzed in terms of natural or economic conditions, the 
construction of a port for the development of maritime transport at Jinshanwei 
will be of great significance for the economic development Shanghai's southern 
flank, the creation of a new subdivision of Shanghai and the transformation 
Shanghai City itself. 


III. The Characteristics and Role of the New Port at Jinshanwei 


With its excellent natural and economic conditions, Jinshanwei can be 
developed into a large port for international trade and can handle the import 
snd export of goods and materials; cargo transfers between ships and from ship 
vo shore; dangerous cargo, large and heavy items and bulk cargo that are not 
suitable for loading or unloading in urban areas; crude oil and petroleum 
derivatives required by the petrochemical plant and the transport of local 
goods. Special docks can also be built so as to develop containerized 
transport. The older port of Shanghai can then concentrate on the loading and 
unloading of means of production and livelihood for the city proper and some 
of the goods and materials transshipped to outlying provinces and cities, as 
well as international and domestic passenger service. This division of labor 
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would be more rational and produce marked economic results. First, large cargo 
vessels of 20,000 dwt or more can steam directly into the new port from the 
sea, shortening the voyage via the mouth of the Chang Jiang by 130 nautical 
miles. Second, we can avoid the losses that are incurred when ships are forced 
to wait beyond the mouth of the Chang Jiang for high tide before they can 
enter the port of Shanghai and that result from delays in loading and 
unloading at the port. According to statistics compiled by foreign-trade 
departments, losses incurred from waiting to enter port and from loading- 
unloading delays reached 8,185 ship-days in 1979, the equivalent of $48.94 
million, and rose to 11,570 ship-days in 1980, amounting to $69.42 million. In 
addition, by using the new port at Jinshanwei, ships of 20,000 dwt and more 
can avoid the costs involved in having to break open cargoes and reduce _ loads 
at Luhuashan anchorage before they can enter mouth of the Chang Jiang and the 
port of Shanghai. 


Shanghai is one of China's most important foreign-trade ports. Imports and 
exports account for about 20 percent of the port's total handling capacity, 
and the ratio of imports to exports is 4:1. Imports are comprised mainly of 
metallic ores, grain, steel products, chemical fertilizers and lumber. Exports 
Originally consisted mostly of agricultural byproducts and handicrafts, but in 
recent years there has been a large increase in exports of light industrial 
goods, textiles, electrical products, machinery, petroleum and chemical 
products. From now on, Shanghai's foreign-trade development will limited 
mainly by port conditions, so the construction a foreign-trade port at 
Jinshanwei will help alleviate this contradiction. 


According to the above analysis, in the short run the new port of Jinshanwei 
will serve mainly to take up the overflow from Shanghai, primarily handling 
ocean-going vessels and the loading and unloading of passenger and cargo 
vessels that ply the southern coast of China. In the long run, however, 
Jinshanwei gradually can be developed into a large international trade port. 


IV. Some Tentative Ideas on the Construction of the Port 


In view of the fact that the the port of Jinshanwei boasts great long-range 
prospects for development, we must adopt a broad and long-term approach to the 
planning and construction of the port. We cannot treat the port as simply a 
backup for Shanghai; we must leave sufficient room for Jinshanwei to develop 
into a large international port. Naturally, we must conduct realistic 
feasibility studies when we plan specific construction projects and carry out 
construction gradually and in stages so as to meet the needs of each stage of 
economic development. 


1. In determining the site of the new port we should take into consideration 
the development of industrial districts in the Jinshanwei area. 


Given the natural coastal conditions of Hangzhou Bay, the new port can _ be 
sited anywhere along the line ranging from Jinshanzui to Zhapu and Haiyan in 
Zhejiang, so we have a wide range of choice. Given the actual conditions in 
and the economic strengths of China, we believe that the new port can be built 
to the east of the Shanghai Petrochemical Plant, between Qijiadun and Caojing. 
This sector has 9 km of deep-water coastline, so 110 berths for 10,000-ton 
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class vessels can be built here. Eight new installations will also be 
constructed in the Caojing area as part of the third stage, the 300,000-ton 
ethylene project, of the petrochemical plant development project, so Caojing 
will undergo considerable growth. And tentative plans are to locate the new 
Subdivision of Shanghai between Jinshanwei and Caojing, which will dovetail 
nicely with this site for the new port. The construction of the new port will 
promote the development of the economy of the Jinshanwei-Caojing area, and the 
new port area and the new subdivision of Shanghai will spur each other to 
improve economic results and accelerate development. 


2. We should link Hangzhou Bay with the Huangpu Jiang, change the port of 
Shanghai into a comprehensive river and sea port. 


To bring about closer relations between the new port of Jinshanwei and the 
Older port of Shanghai and to tie the two ports into an integral whole, we 
think it is necessary to widen and deepen the Jinhui Tang and to connect that 
waterway to the Huangpu Jiang so as to facilitate smooth communication between 
the two ends of the Huangpu. 


The Jinhui Tang is but 20 km in length, joins the Huangpu Jiang near Zhagang, 
leads directly to Hangzhou Bay in the south and was built in the 1970s for 
agricultural drainage and irrigation purposes. This waterway is narrow and 
Shallow at present, but if we widen and deepen it to the specification. of the 
Huangpu Jiang shipping channel and build locks by the sea to accommodate 
10,000-ton vessels, then ocean vessels entering the Huangpu Jiang through its 
mouth at Wusong need not turn around and exit via the same route but can pass 
directly through the Jinhui Tang to Hangzhou Bay and back to sea, and vessels 
plying southern coastal routes can steam up the Huangpu Jiang and _ proceed 
south along the Jinhui Tang. Piers can also be built along the sides of the 
Jinhui Tang so that medium and small vessels plying the Tai Hu system can load 
and unload there. 


By linking the new port of Jinshanwei with the Huangpu Jiang, we can transform 
Shanghai from a river port into a comprehensive river and sea port, facilitate 
discharge of floodwaters from the upper reaches of the Tai Hu valley and thus 
eliminate the threat of flooding in Shanghai Municipality. 


3. We must establish a maritime transport center that is rooted largely in 
container shipping at the new port of Jinshanwei. 


Container shipping is becoming increasingly important in international trade 
because it makes loading and unloading easier, makes greater use of machinery 
and reduces cargo damage. The advantages of this kind of shipping are even 
more evident in maritime transport. Many major foreign-trade ports throughout 
the world, such as Rotterdam, New York, Kobe, and Hong Kong, have built many 
container docks to meet the needs of expanding international container 
Shipping. For example, the Kwai Chung container terminal in the northwest 
corner of Hong Kong is the center of that harbor's maritime transport. Of the 
30 million metric tons of cargo handled by Hong Kong in 1979, %4 percent was 
containerized. With the rapid growth in international container transport, the 
ratio of cargo loaded and loaded in containers is gradually rising. Thus if 
Jinshanwei is to become an important foreign-trade port, we must provide it 
with a certain emount of container docks armed with advanced equipment, build 
up an appropriately sized fleet of container vessels, construct mechanized 
loading and unloading docks and quality warehouses and equip the port with 
centralized dispatch, computerized control and other advanced facilities. 
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Agriculture 


STUDIES ON BIOLOGICAL EFFECTS OF 1|3/7cs 


Zhengzhou YUANZINENG NONGYE YINGYONG [APPLICATION OF ATOMIC ENERGY IN 
AGRICULTURE] in Chinese No 2, 17 Jun 86 pp 22, 46 


[English abstract of article by Zhao Kongnan [6392 1313 0589], Wang Cailian 
[3769 1752 5571], Shen Mei [1957 3780], and Tong Weiyn [4547 3323 3342] of 
the Institute for Application of Atomic Energy, Zhejiang Academy of Agricul- 
tural Sciences] 


[Text] Mutagenic effects of 13/Cs and ©0Co rays on rice plant in M2 genera- 
tion were further investigated, and some mathematical models were used to 
analyse the effects of dose and dose rate on inducing mutation. Results 
showed that effects of 13/Cs y-ray on fertility of rice plant in Mj generation 
were still significant. The mutation frequencies of sterility and head length 
induced by 13/Cs were similar to that by 60c0, The curves of dose effects on 
mutation of sterility and head length could be well fitted by the curvilinear 
regression equation Y = a + bjx + b2x2, the curves of dose-rate effects could 
be fitted by the equation Y = ax). 
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